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American Institute of Accountants 
BOARD OF EXAMINERS 
November, 1918, Examinations 


Auditing 
NOVEMBER 18, 1918, 9 A. M. TO 1 P. M. 
Answer ten of the following twelve questions and no more: 


1. How would you proceed to audit the books and accounts 
of the treasurer of a local Red Cross chapter? What 
evidence would you require as to the propriety of dis- 
bursements, and how would you ascertain that all 

receipts were duly recorded? 

2. Draw up an outline of a report on your audit of the accounts 
of a corporation that has recently erected a large apart- 
ment house. Assume your instructions covered the 
period of erection and at least one year of operation. — 

3. A corporation has issued $1,000,000 of 6 per cent 20-year 
bonds at 90 and for 8 years has written off 5 per cent 
of the discount each year. Last year an opportunity 
occurred to buy in $200,000 at 85, which was done and 
the bonds cancelled. The directors propose to take up 
into their year’s revenue $30,000, the discount saved 
upon extinction of this liability. Do you approve? 
If not, what course would you advise, or, if they insist, 
how would you act? 

4. “Inventory of merchandise should be carried at cost or 

\ market, whichever is lower.” Do you assent to this 

.- proposition? Can you suggest circumstances in which 

you would approve a departure therefrom? Would 
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you be influenced by events or conditions subsequent 
to the date of closing the accounts? Give reasons. 

Assume you are to audit periodically the accounts of the 
trustees of a decedent’s estate, holding a large number 
of investments, and frequently adding thereto. Out- 
line a plan for your own guidance to detect the failure 
to collect or record the income from such investments. 
What would be your attitude regarding accrued in- 
terest or dividends in closing the accounts periodically ? 

Give some general principles which will guide you in de- 
termining whether too much or too little provision has 
been made for depreciation of buildings, machinery, 
tools, goodwill, patents, franchises. Would a flat rate 
cover all these assets satisfactorily ? 

On pointing out the insufficiency of the provision for depre- 
ciation on machinery, which the directors admit, you 
are met with the argument, supported by evidence, that 
the real estate values have appreciated to an even greater 
extent than the entire depreciation of other assets. As 
this latter is not taken up on the books you are asked 
to allow the one to offset the other. Give reasons for 
your agreement or disagreement. 

A financial institution has a large amount of capital invested 
in mortgages which are constantly changing. Suggest 
a plan for confirming by averages, and without a com- 
plete detailed examination of every account, the amount 
of income on this investment taken into profit and 
loss account for a year under examination. 

State how you would satisfy yourself that all outstand- 
ing liabilities of a business are properly taken up in the 
balance-sheet. Point out what you would like to find 
by way of system that would simplify this task. How 
would you indicate on the balance-sheet as of Decem- 
ber 31st: 

(a) Preferred dividend (cumulative) due the previous 
November Ist not declared. 

(b) Ordinary dividend for the year, declared the fol- 
lowing January 22nd. 

(c) Ordinary dividend declared December 30th, pay- 
able February Ist? 
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10. Your verification of the securities of a corporation has to 
be made at a date about two months subsequent to 
the date of the balance-sheet you are asked to certify. 
Can you suggest steps which will enable you to do this 
without risk of overlooking serious overstatement? 

11. In auditing the books of a club with a restaurant, bar and 
cigar-stand you are not satisfied that supplies are 
properly accounted for, although an inventory is sup- 
posed to be taken every month. How would you set 
about verifying your suspicions regarding the more ex- 
pensive commodities (wine, liquors and cigars) ? 

12. Indicate what would guide you in examining and criticizing 
accounts receivable carried on the branch office books 
of a business. What would you require before 


(a) accepting the debts as good or 
(b) writing off those you were told were bad? 


Commercial Law 
NOVEMBER 18, 1918, 2 P. M. TO 5.30 P. M. 
Give your reasons for all answers. 
Negotiable Instruments. 


Answer three only of the following five questions: 


1. A note non-negotiable in form is executed and delivered 
by A to B and endorsed by B to C. A refuses to pay 
it when due, claiming want of consideration. C brings 
suit against A, averring that he was a holder in due 
course. Can A successfully defend the action if want 
of consideration is established? Give reasons. 

2. Suppose that the above note had been negotiable, would 
A’s defense of want of consideration be a bar to C’s 

| recovery or not? Give reasons and state the rule ap- 

plicable to the principle involved in this and the fore- 

going question. 

3. Define a negotiable bill of exchange. 

4 4. State three cases in which the alteration of an executed 

and delivered note becomes material. 
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A negotiable note executed and delivered by A to B passes 
in due course to and is endorsed in blank by B, C, D 
and E; F is the last holder and strikes out C’s endorse- 
ment. What is the liability of C, D and E on their 
endorsement ? 

Contracts. 
Answer three only of the following five questions: 

What is the right of stoppage in transitu of goods, wares 
and merchandise by the seller. 

Define consideration in the law of contracts and distinguish 
between a good and a valuable consideration. 

When can an offer to perform a contract be withdrawn? 

What are “goods, wares and merchandise” within the mean- 
ing of the statute of frauds? 

(a) Define mistake and give its effect on contracts. 

(b) Define misrepresentation and state its effect. 


Corporations. 
Answer two only of the following four questions: 

Name some powers impliedly conferred on every corpora- 
tion. 

Name some powers which will not be implied. 

Has a stockholder a right to examine the books of a cor- 
poration? If so, for what purpose? 

What right has a stockholder to a share of the profits of 
a corporate business ? 


Partnership. 
Answer one only of the following two questions: 
Can one partner transfer his interest to a stranger with- 
out consent of his co-partners? 
Describe general, special, ostensible, secret and silent part- 
ners. 
Federal Taxes. 
Answer both the following questions: 
Are domestic partnerships obliged to make income tax 
returns ? 
Is the income of interest on Liberty bond issues taxable 
under the law in force July 1, 1918? If so, to what 
extent? 
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Accounting Theory and Practice 
Part I 
NOVEMBER 19, 1918, 9 A. M. TO 1 P. M. 
Answer all the following questions: 


1. The following items appear on the balance-sheet of the 
American Pin Company, June 30, 1912: land, buildings, 
equipment, etc., $335,000; capital stock of the Bronx 
Pin Ticket Company, par $50,000; cost, $57,400; 
patents, $15,000; working and trading assets, $37,- 
500; cash, $10,000; accounts receivable, $32,000; due 


from Bronx Pin Ticket Company, $375.82; deferred . 


assets, $1,500; first mortgage 6% gold bonds payable, due 
1922, $100,000; taxes accrued, $3,250; salaries and wages 
accrued, $4,327.82; accounts payable, $123,749.83; notes 
payable and interest, $80,125; interest accrued on first 
mortgage bonds payable, $2,500; reserve for depreciation 
of building and equipment, $35,000; preferred capital stock 
outstanding, $75,000; common capital stock outstanding, 
$50,000 ; profit and loss surplus, $14,823.17. 


The American Pin Company having acquired all the capital 
stock of the Bronx Pin Ticket Company, the balance-sheet 
of which appears below, it is proposed to merge the two 
companies as of July 1, 1912. 


THE Bronx Pin Ticket CoMPANY 


Assets—Land, buildings and equipment, etc., $260,000; 
capital stock of the Blauser Pin Tray Company carried at 
par, $35,000; patents, $22,625; working and trading assets, 
$10,000; cash, $10,365.27 ; accounts receivable, $37,943.86; 
sinking fund, $3,236.92; deferred charges to expense, 
$1,200. Liabilities and capital—First mortgage 5% gold 
bonds payable, due 1925, $50,000; taxes accrued, $2,750; 
salaries and wages accrued, $3,147.83; due to creditors, 
$144,720.30; due to American Pin Company, $375.82; notes 
payable and interest, $31,372.53; interest accrued on first 
mortgage bonds payable, $1,250; reserve for depreciation 
of plant and equipment, $27,500; common capital stock 
outstanding, $50,000; profit and loss surplus, $69,254.57. 
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(a) The entries on the books of the American Pin Company. 
(b) The entries on the books of the Bronx Pin Ticket Company. 
(c) Balance-sheet of the American Pin Company after the merger. 


2. The following problem is based upon the estimate cost 
system. No factory ledger will be used, all accounts being 
kept on the general ledger. The business is the making of 
men’s clothes, and two principal materials will be used, fine 
woolens and plain woolens, of which stock records will be 


kept. 


Stock record will also be kept for finished goods. 


(a) The following styles of clothing will be made, and 


(b) 


(c) 


they are estimated to cost: 
Style Style Style 
801 802 803 


$12.50 $8.00 $4.00 
Supplies (linings, buttons, etc.).. 3.00 2.50 2.00 
Factory expenses, 60%........... 5.40 3.60 2.70 


$29.90 $20.10 $13.20 


Note that the estimated costs are subdivided into 
four sections and that the accounts must be kept 
to record the corresponding subdivisions of oper- 
ating costs. 

The company starts with the following: 


$50,000.00 


The purchases for the first month according to 
voucher record are: 

Materials, fine woolens, 2,000 yds., at $3.00.... $6,000.00 
Materials, plain woolens, 3,000 yds., at $1.50.... 4,500.00 


Lining, buttons and thread, etc................ 3,400.00 
Salesmen’s commissions paid.................. 700.00 
Repairs to machines and equipment............ 350.00 
Oil, waste and other factory supplies........... 225.00 

$16,235.00 
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(d) The payrolls are summarized as follows: 


(e) 
(f) 


(g) 


(h) 


(i) 


(i) 
(k) 


(1) 


Foreman and $250.00 
Tailors, cutters, etc. (direct labor)............- 4,600.09 
Office and salesmen’s 750.00 


Inspectors and other indirect factory wages... 435.00 


$6,035.00 
Depreciation on equipment is calculated at 1% per 
month, 
The cutting room foreman reports having taken 
from stock and cut the following materials for 
use on garments in progress: 


1,400 yds. fine woolens 
2,200 yds. plain woolens 


The tailoring foreman reports the following gar- 
ments finished and placed in stock: 


The sales record is as follows: 


Invoice No. 1 Style No. 801 100 pieces. $4,000.00 
* 2,000.00 

2 “ 801 50 2,050.00 

“ce 3 “ 802 100 3,000.00 

* 450.00 


$14,300.00 


Hint: make entry for cost of sales. 

Received cash from customers, $9,000.00. 

Paid out cash for wages, $6,035.00, and vouchers, 
$7,650.00. 

Inventories at end of month. (In addition to 
stocks of raw materials and finished goods as shown 
by stock records.) 


Supplies, $1,000.00 
Unfinished goods: 
Style No. 801, 50 pieces. 


All material cut. 
All supplies provided. 
Labor half completed. 
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Style No. 802, 100 pieces. 
All material cut. 
Half of supplies provided. 
Half of labor finished. 

(m) Prepare balance-sheet and profit and loss account 
for the month. Add or deduct from cost of sales, 
when preparing profit and loss account, the un- 
absorbed labor, expenses, etc. 


(n) Show how balances of raw material and finished 
goods are made up. 


3. <A dealer in foreign exchange finds from his books that he has 
had the following transactions in London exchange during 
a particular month, viz.: 

Exchange bought in local market: 
Jan. 1 30-day bill, payable in London £300 at 4.75 
Jan. 15 Bill due at sight in London £2,500 at 4.76 
Exchange sold in local market: 
Jan. 5 Bill due in London at sight £1,000 at 4.77 
Jan. 20 Cable transfer £2,000 at 4.78 
Foreign correspondents’ draft honored and paid: 
Jan. 20 Bill at 30 days after sight accepted Dec. 21st 
£500 at 4.78 


State how the balance on the account stands at the close of 
the month, and how much profit or loss has been derived 
from the transactions. (At Jan. 3lst the rate for cable 
transfers is 4.80.) Is the profit or loss so stated final? 


4. A distinction is made between funded debt and unfunded 
debt. Please define and compare, discussing the advan- 
tages and disadvantages, if any, attaching to each. 


Accounting Theory and Practice 
Part II 
NOVEMBER 19, 1918, 2 P. M. TO 6 P. M. 
Answer any eight of questions I to 11 and any four of 
questions 12 to 18 and no more: 


1. Mention and explain two common views concerning the 
treatment of donated capital stock. 

2. What is the status of a company in the hands of the alien 
property custodian with regard to the capital stock tax 
as required by the revenue act of September 8, 1916? 
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3. A manufacturing concern having several branch offices for | 
the sale of its product is in the habit of billing the \ 
branches at a wholesale price and expects each branch 
to show a profit. A balance-sheet is prepared in which 
the current accounts with the branches (after closing 
out their profits and losses into head office) are carried 
as accounts receivable. These branches carry a consid- . 
erable stock of merchandise and have their own accounts 
receivable and possibly some outstanding accounts payable. | 
How would the above balance-sheet have to be modified i 
in order to show correctly the financial condition of the | 
business ? 

4. (a) What items do you consider should be charged or 

credited direct to surplus? 


| (b) Would you regularly make small adjustments of sub- i 
sequently discovered errors through this account? 

(c) Is the balance at credit of surplus ever in any circum- : 

stances a liability, and, if so, to whom? i 

5. Give some idea of what taxes you would charge against 4 


income and what against surplus. Of the former, which, q 
if any, would you take up into manufacturing costs? | 
What provision, if any, would you make for income and 
excess profits taxes in closing accounts before the pass- 
ing of a pending act levying these taxes, either in gen- 
eral circumstances or when profits are partly divisible 
under some special contract or arrangement? 


6. Give some principles to determine a proper disposition of 
the cost of enlarging a plant, including a partial re-build- 
ing of the old portion. 

In case you have insufficient data to enable you to apply 
these principles satisfactorily, offer some solution of the 
difficulty. 

7. What are the distinguishing characteristics of the “corpora- 
tion” as compared with other forms of business organi- 
zation? What privileges does it carry and what, if any, 
are its disadvantages? 

8. There is a confusion in the minds of many people between 
statements of “revenue and expense” on the one hand 
and of “receipts and payments” on the other hand. Dis- 
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cuss the distinctive features of such statements showing 
wherein they differ. 

9. Can you suggest any circumstances in which goodwill would 
appear in the books of a partnership? 


10. A company makes machines of a highly technical nature 
which it rents out, but refuses to sell, to its customers. 
These machines, if kept in good order, are calculated to 
last almost indefinitely, but say for at least 20 years. 
They are, on the other hand, liable to be superseded at 
any time by new devices or methods. How would you 
treat the original capital value on the books of the com- 
pany? (Assume that two years’ rental would, in each 
case, liquidate the first cost.) 

11. What are the present requirements of the federal reserve 
banks in regard to the verification of the accounts of com- 
panies whose paper is submitted by member banks for 
rediscount ? 

12. Enumerate the essential heads of information which ought 
to be brought out in statements prepared for the infor- 
mation of bankers for credit purposes. Would you or 
would you not amplify such information in a statement 
prepared for the information of 

(a) Officers and directors, 
(b) Shareholders of a company? 

13. On December 31st the office of a company with which you 
have previously been connected as auditor is burned and 
all its records completely destroyed. Its plant is, how- 
ever, saved, and its business can be continued without any 
break. You are called upon to assist in the preparation 
of a balance-sheet and open up new books without delay. 
How would you proceed? You have in your pessession 
a balance-sheet prepared by yourself at the close of the 
preceding year. You will incidentally also be required to 
prepare the company’s returns for income tax purposes. 

14. Define corpus and income and state clearly what they mean 
in dealing with the accounts of a decedent’s estate. Out- 
line the books you would keep in order properly to record 
transactions affecting such an estate, it being assumed that 
the will calls for the division of the estate into a number 
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of trusts, some of which carry life rents to certain bene- 
ficiaries with a different application ultimately of the 
principal. 


15. State the rules which govern the treasury department either 
under law or under its official rulings with relation to 
the deduction of any four out of the following seven classes 
of deductions from gross income in preparation of returns 
of net revenue: 


(1) Bad debts and reserves for them; 

(2) Depreciation of horses; 

(3) Depletion of coal in a coal mining company ; 

(4) Depletion of oil in an oil producing company ; 

(5) Donations and charity; 

(6) Salaries of officers of a corporation; 

(7) Excess profits tax in its relation to income tax and vice 
versa. 

16. Give a pro forma monthly operating and profit and loss 
statement for any one of the following industries, intro- 
ducing a statistical statement showing unit costs or any 
other useful cost data which may be practical: 

(a) A brewery; 

(b) A flour mill; 

(c) A coal mine; 

(d) An oil development company with producing wells; 
(e) A foundry; 

(f{) A rolling mill producing steel rails. 


ACTUARIAL QUESTIONS (OPTIONAL). 


17. A corporation wants to retire a debt of $105,000 bearing 
5% interest payable annually. The tenth payment, includ- 
ing interest, is to be $15,000. The other nine periodical 
payments are all to include interest and to be of the same 


amount. Required the amount of each of such nine pay- 
ments (1.05° = 1.551328). 


18. A $10,000 five per cent semi-annual coupon bond is bought 
on a 4 per cent basis due 1% years hence. What did it 
cost ? 
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Carrying on with the Accountants in the American 
Expeditionary Forces* 


By C. B. Hottoway 


In my previous article} I promised to submit later a description 
of some of the more specific operations carried on by the account- 
ing personnel of the American Expeditionary Forces. It so 
happens that the bureau of accounts has recently made reports to 
Mr. E. R. Stettinius, assistant secretary of war, and to the inspec- 
tor general, American Expeditionary Forces, S. O. S., summariz- 
ing the operations of the bureau to date, and outlining the pro- 
posed development of accounting and finance operations in the 
American Expeditionary Forces in the future. A brief descrip- 
tion of the subjects covered in these reports will perhaps convey 
a bird’s-eye view of the magnitude and scope of the accounting 
and finance operations which the accountants of the American 
Expeditionary Forces are engaged in handling. 

The report to the inspector general brought out the fact that 
during the period of five and one-half months of the life of the 
bureau of accounts, the following ground had been covered by 
an average force for the period consisting of one major (officer 
in charge), 24 captains, 1% first lieutenants, 324 second lieuten- 
ants, 9 enlisted men and 4% civilian clerks and girls: 

(a) Standardization of forms and instructions for receipts, 
bills, financial channels, etc., in dealings of the American Expedi- 
tionary Forces with the French, British, Italian and Belgian gov- 
ernments for supplies and services furnished by and to the Amer- 
ican Expeditionary Forces. 

(b) Study, development and recommendations on accounting 
problems and outstanding obligations, etc., of the American Expe- 
ditionary Forces. 

(c) Compilation of consolidated records and statistics on 
American Expeditionary Forces disbursements, contracts placed, 
etc.,—status of bills rendered by the French and British govern- 
ments—and preliminary investigations of obligations assumed by 
the American Expeditionary Forces and not yet billed. 


*Passed by censor. 
tSee Tue Journat or Accountancy, October, 1918. 
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(d) Office administration, which includes in addition to mail 
and records, files personnel, etc., a section of laws, appropriations, 
regulations, etc., and training. This latter section is a rather 
interesting development of the bureau of accounts and is being 
operated by one sergeant, two enlisted men and a girl member of 
the Q. M. A. A. C. borrowed from the British government., All 
orders, circulars and bulletins of the American Expeditionary 
Forces are promptly indexed here so that any question as to 
existing regulations covering American Expeditionary Forces 
operations can immediately be turned up for reference. The same 
procedure is followed up for each appropriation act and special 
digests are made of all laws, appropriations, orders, etc., bearing 
on accounting and financial matters of the American Exeditionary 
Forces. Organization charts for the entire American Expedi- 
tionary Forces and special charts having to do with finance and 
accounts are available for guidance. In addition the more impor- 
tant reports of operations and recommendations made by the 
bureau of accounts are assembled in sequence digests. In this 
manner, arriving personnel even though unfamiliar with army 
organization or accounting, can be rapidly trained and made 
available for constructive work. 

In the latter part of September a set of reports was made to 
Mr. E. R. Stettinius, assistant secretary of war. Copies of these 
reports were furnished to the secretary of war, Mr. Baker; to 
commanding general S. O. S., American Expeditionary Forces; to 
the representative of the treasury department in France and to 
the war department, Washington. These reports covered the fol- 
lowing: 

a. Recommendations and plan for developing and working 
out accounting and finance operations of the American Expedi- 
tionary Forces. 

b. Report on existing American Expeditionary Forces depart- 
mental accounting methods. 

c. Statement of total approximate disbursements by Amer- 
ican Expeditionary Forces departments to July 31, 1918. 

d. Summary of above disbursements classified between for- 
eign governments, commercial concerns, pay of the army, etc. 

e. Summary of above by appropriation headings. 

f. Summary of total transactions and current status of bills 
rendered by the French government. 
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g. Test classifications for one month by individual items of 
supplies paid for. 

h. Memorandum on important and unusual operations of the 
American Expeditionary Forces requiring special investigations 
and adjustment in regard to accounting. 

This report also included recommendations as to the method 
of arriving at estimates of future financial requirements in relation 
to military and supply programmes and availability of materials 
and supplies for purchase in Europe. Sundry other matters were 
incorporated into this report, but the above will indicate the enor- 
mity of accounting and finance operations over here with which 
the bureau is attempting to cope in a central control capacity. 

Mr. Alexander S. Banks, certified public accountant and 
member of the American Institute of Accountants, came to France 
with Mr. Stettinius as accounting representative on his staff, and 
rendered a separate report in connection with his duties. It was 
a pleasure to co-operate with him as he readily grasped the magni- 
tude of operations over here and the difficulties encountered. We 
had some very interesting personal experiences including a trip 
to the French and American fronts in connection with accounting 
for supply and sector transactions with the combatant troops. 
This trip took us through many historical spots including the 
Chateau Thierry district which had just been recovered from the 
Huns; Rheims, which was still under fire; Verdun, a ghostlike 
shell of former historical activity; the grave of Quentin Roose- 
velt on the sunny side of a sloping hill ; the reputed base of one of 
the big guns which shelled Paris (abandoned by the Germans but 
not yet dismantled) and innumerable wrecked villages, chateaux, 
etc., many of whicn were former German headquarters. 

Our automobile was chased down the deserted streets of 
Rheims by a Boche plane for a few startling moments; and in 
another sector near the front in pitch black darkness near the 
cross-roads another Boche plane dropped its flares and then non- 
chalantly sprinkled bombs around us. The sights we saw and the 
tales we heard will stand out always in our memories. Mr. Banks 
filled an empty wine bottle from the waters of the Marne, in the 
heart of the former district which was so gallantly saved by the 
American marines, and brought it back with him to Paris. He 
placed a label upon the bottle as follows: “Water taken from the 
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Marne by A. S. Banks” on a certain date. Some wag on the staff 
of Mr. Stettinius wrote underneath “This is the only water taken 
by Mr. Banks in France.” History does not record Mr. Banks’ 
personal comments upon this addendum. 

Returning to the less adventuresome and romantic phases of 
the bureau of accounts activities, Captain Raymond Ives, financial 
requisition officer, and I wish to express our appreciation of the 
codperation which the American Institute of Accountants and its 
individual members have furnished in connection with the selec- 
tion of accounting personnel for our purposes over here. 

Mr. C. S. Ludlam of Haskins & Sells is expected to arrive 
shortly with a force of 25 commissioned accountants and 30 
enlisted accountants selected for the bureau in the United States. 
Mr. Ludlam is expected to assume very important duties and with 
the other accountants will be a welcome addition to the force over 
here. All of them will soon be rendering valuable service to the 
army. 

Since sending the previous article, the public accountants have 
been gaining further recognition in the American Expeditionary 
Forces and several of them who were commissioned as a result 
of cables to the United States have already been released by me 
upon special request for important duties elsewhere. Captain 
Wm. Whitfield, of Whitfield, Whitcomb & Co., has just been made 
financial requisition officer for England. Captain E. B. Wade has 
been released to act as officer in charge of the administration 
finance and accounts division of the engineers department. Lieu- 
tenant A. J. Stevenson has been sent to Italy to assist in develop- 
ing accounting operations there. The statistical bureau of the 
general purchasing board has been placed under the supervision of 
the bureau of accounts and Captain J. J. Newman, formerly with 
Lybrand, Ross Bros. & Montgomery, has been placed in charge 
for the purpose of developing the operations of this bureau. Cap- 
tain C. R. Stanley who came over as one of my original assistants 
in the engineer department, has been transferred therefrom to 
act as one of the chief assistants on the bureau of accounts. 

I am leaving for England tomorrow to make a study of 
accounting problems there, and it has been arranged for me to 
make the trip from Paris to London by aeroplane, which will be 
a rare experience. It will only be a short time before representa- 
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tives of the bureau will also be operating in Italy, Switzerland 
and Spain. 

Mr. Isaac Marcosson who has been writing for the Saturday 
Evening Post and is now preparing a series of articles on the 
Business of the War in the American Expeditionary Forces re- 
cently visited the bureau and will include its operations in his 
series of articles which should appear in the Saturday Evening 
Post before many months. He seemed interested in this phase 
of army operations and in the work which public accountants 
are doing over here and has described the bureau by the catch 
phrase “Factory of Accounts of the American Expeditionary 
Forces.” 

The strain over here is beginning to tell on those of us who 
have been the pioneers in the work and have been at it from the 
beginning without let-up or leave, and we are counting upon Mr. 
Ludlam’s specially selected accountants (who are due to arrive 
soon) to “carry on” and permit us to relax before the efficient 
and relentless “medica” send us to the hospital or recuperation 
camp, which I, for one, have been narrowly dodging for a num- 
ber of weeks. 

We wish to thank the various accountants who have written 
us from time to time and whose letters we have been unable to 
answer on account of the press of work. Whether or not there 
is an armistice with the Germans there will not be an armistice 
with the accounting and financial problems of the American 
Expeditionary Forces for some time to come, and when it is all 
over the accountants will have helped to make history both during 
the war and in the period of settlement which will follow. 
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Verification of Inventories* 
By A. L. PHILBRICK 

The specialized feature of accounting known as auditing has 
developed in recent years to an extent far beyond the expectations 
of accountants of twenty or thirty years ago. At the present 
time auditors are depended upon by all classes of business men 
who desire the opinion of a disinterested third person in regard 
to the history or standing of a business or company. This his- 
tory tells by what means a business enterprise has arrived at its 
present condition and proves or disproves the statements of the 
officers as to the assets the company or firm possesses and the 
liabilities which it has assumed. Men who desire to purchase a 
business already established no longer depend upon their own 
judgment as to the condition of the firm which they are about to 
purchase even though they may be men of years of experience 
in that branch of trade or manufacture in which they desire to 
engage. They realize the impossibility of depending upon the ac- 
curacy of their own judgment and their own specialized knowledge 
of the conduct of details of the business. When they wish to 
know the values that at present constitute the property which 
they wish to buy, they look to the auditor to investigate for . em 
and report to them on every feature of the business and part. cu- 
larly upon the volume of its present assets and the extent of its 
present liabilities. 

The banker to whom the business man applies for a loan of 
funds with which to conduct his business is now avoiding the 
long-established banking custom of depending solely upon the 
character of the man who applies for the loan. There have been 
so many unfortunate results from this old banking practice that 
the banker now asks the auditor to investigate for him in regard 
to the assets and liabilities involved in applications for loans. 

An executive committee of a corporation, which is so large 
that no group of men can visualize its entire activities and give 
proper weight to details, realizes the hopelessness of attempting to 
inaugurate a new policy in regard to the affairs of the company, 
whether that policy be one of expansion or retrenchment, without 


* A thesis presented at the May, 1918, examinations of the American Institute of 
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at first ascertaining from this disinterested third person, an audi- 
tor, the exact situation. The auditor is called upon to supply this 
information and upon the facts which he reports the future con- 
duct of the business is determined. 

These are but a few of the many different purposes for which 
an auditor is engaged. Many thousands of dollars are invested 
or are withdrawn from investment as a result of his findings. 
Hundreds of skilled and unskilled workers are given employment 
or discharged from employment on the basis of his opinions. 
Bankers lend or refuse to lend; stockholders invest or refuse to 
invest; bond holders and prospective bond holders are led to 
purchase bonds or are led not to purchase them as a result of the 
published facts which he ascertains. In general, his responsibili- 
ties involve. the fortunes of thousands of people, and the extent 
of his responsibilities is usually appreciated by him to the full 
degree. 

In the course of scores of years of the practice of accounting 
in Scotland, England and the United States, the accountant has 
established the custom of communicating opinions reached as a 
result of audits by means of one of three or a combination of 
three different written instruments. The occasion often arises 
whereby the accountant is called upon to supply a list of the 
assets or liabilities of a company or firm as at a certain date. 
Again, the accountant is called upon to supply a statement of the 
profits that have been made during a certain period or a certain 
number of periods. Almost always one of the three above- 
described statements is prepared by the auditor, and usually all 
of them. The first is called a balance-sheet, the second a profit 
and loss account, or statement of profit and loss, and the third is 
usually called the report. 

Many times a business man does not understand the signifi- 
cance of the facts that are presented on the balance-sheet or profit 
and loss account. Through lack of practice he often is unable to 
compare one item with another and by means of this comparison 
arrive at a correct estimate of the present condition of the com- 
pany or of the prospects for its future success. Auditors have 
attempted to aid him to understand these figures by writing a 
report which generally describes the method that the auditors 
used in preparing the two main statement; mentioned above. In 
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addition the auditor usually makes certain comments which illum- 
inate to a very great extent certain portions of these two state- 
ments that have previously remained in shadow as a result of a 
business man’s inexperience in the interpretation of similar state- 
ments. The figures as given are the work of the auditor or 
accountant himself. He is responsible for their accuracy, and 
he is obliged to present them in such a way that his client or those 
who may see them cannot possibly misunderstand them. It is not 
enough that his statement can be understood. It must be so clear 
and plain that it cannot possibly be misunderstood. 

This, briefly stated, is the work that the auditor is called upon 
to do and these are the responsibilities that he assumes. But 
there always is involved in his work such an equation of human 
judgment that the question often arises as to how far his respon- 
sibility goes, considering that he is human and that he is dealing 
with human beings. He is not inclined to enlarge upon the limits 
of his responsibilities in this respect, and he is not inclined to 
advance the legal excuse, on which he may technically rely, of 
having used due care and diligence. The extent of his respon- 
sibilities is measured by the standards which he sets for his own 
work, and in recent years the weight of professional opinion has 
resulted in his assumption of far greater and far heavier respon- 
sibilities than the auditors of two decades ago considered within 
the bounds of reason. 

The three main statements, then, the balance-sheet, profit and 
loss account and the comments, reflecting as they do the static 
condition of the business on a certain day and the progress of 
the business over a certain length of time, contain everything for 
which he is responsible. If there is a weakness in fact in any one 
of these statements his work is discredited. 

Strangely enough, there is one common item that appears in 
each of these two statements, and this common feature offers 
more chances for error than almost any other item that appears. 
This item is the key-stone of the entire structure of his work. 
If it is not accurate—if it is not sound in every respect—the audi- 
tor is lost. No amount of painstaking work or exacting care 
taken with other parts of his reports can counteract the effect of 
error here. To add to his difficulties, this one item offers lures 
such as are not to be found anywhere else. 
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This one item is the figure which shows the value of the raw 
materials and completed stock on hand and is commonly called 
the inventory. 

Before going into the difficulties involving the verification of 
the inventory, it may be well to explain just why this figure is 
of such vital consequence. As stated before, it appears in two 
places, on the balance-sheet and in the profit and loss account. 
In the balance-sheet it appears among the current assets, one of 
the two most important parts of the balance-sheet. The excess 
of current assets over current liabilities is generally called the 
working capital of the company. The working capital is the first 
line of defence of a commercial enterprise. A strong position 
reflected by the working capital indicates the present power of 
the company. The ability of the company to withstand extended 
periods of depression depends at first upon its resources in the 
shape of working capital, and secondly upon its resources in the 
form of fixed capital. The inventory ustally forms a large part 
of all the current assets. If the inventory be overstated the 
current assets are overstated, the working capital is overstated 
and the company is made to appear in a much better financial 
condition than that in which it really is. A scheme of expan- 
sion based upon this overstated working capital may plunge the 
company into a receivership, or it may encourage a laxness in 
enterprise which may have a disastrous effect. 

This inventory figure that is used in the balance-sheet among 
the current assets must also be used in the profit and loss account 
to determine the extent of the profits. If the inventory be over- 
stated, the profits are overstated, indicating that the return the 
company has made on its invested capital for the year is unduly 
large. As a result the expectations of stockholders, bankers 
and, in general, the investing public are raised to a point higher 
than conditions warrant. If the inventory be understated, the 
current assets are understated and the profits are also under- 
stated; and plans for expansion which might well be undertaken 
are abandoned, and capital which might be rendering a good return 
is unnecessarily frightened away. 

An error in the inventory at the beginning of the year is 
reflected in the statement at the end of that year, for the same 
figure is used in the profit and loss account at the end of the 
year as was used at the beginning. The vitally important posi- 
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tion, therefore, that the inventory occupies in the statement pre- 
pared by an auditor can readily be understood. If the auditor 
could be absolutely sure that the figure he has obtained is correct, 
he would avoid one of the most interesting problems in practice 
and in ethics that is presented to the members of any profession. 

An understanding of the auditor’s difficulties in respect to the 
inventory may be shown by describing some of the conditions 
under which this work is done. 

In the first place the inventory is usually presented by the 
company itself, which is vitally interested in a clean bill of health 
from the auditor. The company officers or employees count the 
goods, weigh them or measure them, company officers or em- 
ployees put the prices on these goods, raw materials and finished 
product, and company officers and employees usually perform 
the clerical work of placing the values in the money column, by 
multiplying the quantity by the price. After their work is done 
the auditor is called upon to verify it, and generally his work 
consists of proving: 

(a) That the goods listed were on hand at the date when the 
inventory was taken; 

(b) That the goods and the material listed were in marketable 
condition at the date of the inventory ; 

(c) That the materials were all raw materials, work in process, 
or completed goods such as a company would naturally have on 
hand, and that there is nothing listed that cannot be so described ; 

(d) That the goods listed were not pledged as security for 
loans still outstanding ; 

(e) That all the goods that were in the company’s possession 
were the property of the company—that is, they were not goods 
held on consignment from outside firms; 

(f) That liabilities have been set up for all the goods that have 
not been paid for; 

(g) That the prices used were the current market prices at 
that date or were actual cost prices, providing the cost prices 
were lower than the market prices at the date of auditing; 

(h) That all the extensions, footings and summaries and all 
other features of the clerical work are correct. 

The above catalogue of things that must be proven by the 
auditor in respect to an inventory comprises only those that have 
to be proven in regard to each inventory that the auditor 
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examines. There are other difficulties that present themselves 
in special cases, so that the task that the auditor has of the pre- 
sentation of a correct inventory figure, whatever. may be the 
unusual conditions surrounding his work, or involved in the prep- 
aration of the inventory itself, is never easy. If the auditor has 
become involved in an error in the inventory, he can present any 
number of extenuating circumstances that would hold in the 
courts of law, but evidence which might readily be allowed by 
law in regard to a great many features of business life cannot 
be conscientiously presented by any professional man whose 
standards are ideals and not statutes. 

With this standard in mind I should like to discuss now the 
responsibility that the auditor assumes in regard to inventories 
as they relate to the items that have been presented above. 

In the first place, the condition must be accepted that inven- 
tories are prepared by those who are most vitally interested in 
presentation of a high financial standing of the company. The 
auditor very seldom encounters a deliberate falsification of an 
inventory, but he does often encounter that optimistic state of 
mind on the part of company officers which results in the pre- 
sentation of such financial results as the company officers desire 
should exist. Their personal interests are so heavily involved 
that, no matter how judicial they may attempt to be, there is 
usually presented the most favorable value of the company’s 
goods and material on hand. On the other hand, there are occa- 
sions when the personal interests of those who have the prepara- 
tion of the inventory in charge are best served by an under- 
valuation of the inventory, which is as grave a departure from the 
truth as an overvaluation. This, in itself, puts the auditor on 
his guard, and he goes over all items realizing that each one may 
be more favorably presented than if an impartial person or num- 
ber of persons had been responsible for the figures. 

The fact that the goods were on hand at the date when the 
inventory was taken must be proven by the auditor, and when 
we say “on hand,” we mean in the possession of the company at 
such a place and under such conditions that they are under abso- 
lute control of the company. These goods may be in the ware- 
house of the company or they may be in the warehouse of another 
company from which they were purchased or they may be in the 
hands of a common carrier. If it can be proven that they were 


422 


( 
si 
| 
ag 
| 
| 
ges 
a || 
A 
= 


Verification of Inventories 


in the warehouse of the company at the date of inventory, there 
is a strong presumption in favor of the belief that they were 
actually the property of the company at that date. But the audi- 
tor is not justified in assuming without question that they were 
the property of the company. He must have an additional proof 
of their ownership. They may have been moved in one day and 
moved out another ; and by tracing invoices of purchase, way bills, 
express receipts, dray tickets and other documents that currently 
pass in the regular course of business, the fact of their ownership 
may be more clearly established. This question of ownership 
is the question of prime importance which must be settled before 
any other verification, such as prices and condition of goods, can 
be of value. Not until the auditor has exhausted every measure 
to make this proof absolute to his own satisfaction (and his 
standards in this respect must be of the very highest) can he 
conscientiously assume that the goods were the property of the 
company whose books he is auditing. 

He must also satisfy himself that the raw materials are in 
such a condition that they can be converted into finished product 
which the company can sell, and the finished product that is on 
hand must also be in marketable condition. This question 
involves the use of rare judgment on the part of the auditor and 
involves a knowledge of the market in which these goods are to 
be sold. In our country, where the manufacture and sale of 
luxuries constitute such a large proportion of the business done, 
there is a chance of serious error in this respect. 

For example, styles affect values in a very large number of 
commodities which are sold. This fact is no better illustrated 
than in articles of women’s wear, where the styles constitute any- 
where from 70% to 90% of the values of the goods. Forms 
for women’s hats may be worth $2.00 apiece when the style is 
up-to-date, and a few months later be sold for 10c apiece because 
the style has changed. The quality of the material has not 
changed, the form on which it was manufactured has not changed, 
but the demand for that form has changed completely. The 
same condition exists in the case of women’s shoes, the cloth and 
texture of cloth for men’s and women’s clothing. And when 
jewelry is considered there is sometimes nothing left but the 
intrinsic value of the gold or silver which is used in the manu- 
facture. 
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Conditions in the old methods of manufacture of almost 
everything will result in complete changes on account of an inven- 
tion of a new machine, a newly discovered use for an acid or a 
new method for firing a boiler. If the goods are not in market- 
able condition, the prices should be reduced to the lowest possible 
figure; and often these prices have to be reduced to the value of 
the raw materials that are in the manufactured product simply 
because the manufactured product is no longer salable. The 
reason for this reduction in inventory price is seldom seen by 
manufacturers. Their argument usually is to the effect that the 
goods cost them a certain price to make and, therefore, that price 
should be the inventory price because it is the cost price and that 
the goods are worth as much now to them as when they were 
made although they realize that they could not obtain that price in 
the open market. 

Oftentimes there is included in the inventory raw material 
or work in process or completed goods which the company does 
not have on hand in the regular course of business. All these 
articles should be excluded and placed in another classification 
amongst the current assets. The inclusion of deferred charges 
to profit and loss in inventories is very common, as is also the 
inclusion of bonds or mortgages held, as well as personal loans, 
which may not have even a note receivable to indicate their exis- 
tence. If these assets are allowed to remain in the inventory, 
even though they may be worth all the value that is given to 
them, the inventory at the end of the year may not include them 
because during the course of the year they may have been sold. 
Such sales are seldom recorded as part of the balance of the com- 
pany and, of course, they should not be recorded, but when they 
are included in one inventory and left out of another, the inven- 
tory as presented is not correctly stated. Expenses for the 
defense of patent suits and the costs of experimentation in new 
processes, no matter what the condition may be under which they 
are listed by the company itself, should never be allowed to 
appear in the inventory that the auditor places before the com- 
pany’s stockholders and the investing public. In the balance- 
sheet which he finally approves, the auditor’s responsibilities in 
this respect are, in my opinion, almost without limit. 

The auditor should also be sure that none of the goods listed 
on the inventory has been pledged as a security for a mortgage. 
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This fact can be established sometimes by an investigation of all 
the cash receipts. But there is one feature of an inventory of 
which there is no absolute proof. A dishonest merchant or manu- 
facturer can pledge all his inventory or all that the banks are 
willing to accept in the form of pledges and there may be nothing 
to indicate such a pledge on the books. The cash that has been 
received as a result of pledging these goods may be credited to 
the personal account of the proprietor himself, and he may state 
that it represents advances out of his own personal funds. He 
may not even enter the cash so received on the books of the com- 
pany but use this cash in the payment of bills which have never 
been entered as liabilities and all records of which he has been 
very careful to destroy. 

The accountant may take certain measures to discover liabili- 
ties in the form of pledges of raw material or completed products, 
such as correspondence with the known creditors of the com- 
pany or with those bankers with whom the merchant or manu- 
facturer may have had dealings during the course of the year. 
But all the precautions of this nature that he may take may not 
disclose the fact that the goods are not free from any lien or 
mortgage. He may use other methods that suggest themselves 
as a result of conditions that he finds surrounding the business 
of the company disclosed in other features of the audit. But 
he never can be absolutely sure that the goods are free and clear 
of financial incumbrances. He should always obtain a certificate 
from a responsible officer or the owner of the business to the 
effect that the goods are not pledged as a security for a loan, but 
if the merchant is inclined to falsify his inventory he would 
almost as freely sign a false certificate. There is little satisfac- 
tion for the auditor in having documentary proof that his client 
is corrupt and untrustworthy if those who depend upon his 
balance-sheet for a financial statement suffer a financial loss. 
One of the purposes for which the auditor is engaged is to prove 
the value to the business of the assets that it has, and when the 
crash comes the auditor is not in a good position if he attempts 
to defend himself by stating that his client lied to him. 

That is the ethical side of this situation, and the creditors of 
the company are likely to believe that the auditor lacks ability if 
he permits himself to be deceived in this manner. However, if 
the creditor attempts to collect from the auditor the amount lost 
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as a result of trusting in the balance-sheet, the auditor has the 
legal defense of showing that he used due care and diligence; 
but, as was stated before, that is the very last defense which an 
auditor wishes to present. 

An error which may occur as often as any other is that of 
considering goods that are on hand but are held on consignment 
as the property of the company. Legally these goods are not the 
property of the company, although there is no way of distinguish- 
ing by their appearance that they are anything but live current 
assets. The auditor may encounter in the income of the com- 
pany commissions that have been earned on goods sold, and such 
commissions are an indication of business being conducted on the 
consignment basis. The auditor is then put on his guard and 
should see invoices for as much of the goods on hand as can be 
possibly traced. The tracing of certain goods that are on the 
inventory by means of invoices is always difficult and many times 
impossible. 

Again the auditor may have to rely upon the certificate of 
the proprietor of the business, or he may be able to see that the 
total quantity of goods on hand is very large as compared with 
the volume of sales. There is no limit to the volume of goods 
that a consignee is willing to carry, because he does not have to 
pay interest on the money invested in them, so that his inventory 
may be relatively inflated with that class of goods and no indica- 
tion be given that they are not his own property. The establish- 
ment of any principle or the promulgation of any formal rule in 
connection with the verification of the ownership of goods is 
almost impossible after the audit has been presented. The char- 
acter of the tests applied by the auditor to meet the circumstances 
that he encounteres measures his skill and ability. He is not 
really excusable, in any circumstances, from the charge of lack 
of ability for failure to detect such falsifications due to consigned 
goods, but the employment of an adequate number of reasonable 
precautions is always a good defense against the charge of negli- 
gence and carelessness. 

Whatever may be the difficulties that have been discussed in 
the previous paragraph, all of them put together do not offer so 
many embarrassments to the auditor as those which occur when 
he attempts to establish correct prices that must be given to all 
the goods that are listed. Here he is confronted by past per- 
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formances, present conditions and future prospects, all of which 
may be used against him in such a plausible manner by the mer- 
chant or manufacturer who fixed the prices that he may be 
deceived into a misstatement of current assets and profits while 
attempting to be strictly impartial. 

“Shall current prices for the goods for the raw materials 
prevail ?” 

“Certainly not,” declares the manufacturer, “for the current 
prices are below what the cost prices of the goods are to me.” 

“Shall the cost price be used?” 

“Certainly not,” declares another manufacturer, “for at the 
present time I could sell the goods at a higher price than they 
cost me.” 

“Are these the cost prices on your manufactured goods?” 

“They certainly are,” replies the manufacturer. “They are 
all priced at the selling price and I have cut them down by 15%, 
which is the estimated profit that I make.” 

“On what do you base these estimates?” asks the auditor. 

“They are the estimates that I have used for years,” replies 
the manufacturer. “If I am not permitted to use these estimates, 
what cost figures can you present to me? I make fifty different 
articles in my factory. The raw material is charged to mer- 
chandise account, the sales are credited to merchandise account, 
all the labor that I use is charged to merchandise and every other 
expense that I have is charged to merchandise ultimately, what- 
ever may be the expense accounts that I keep during the course 
of the year.” 

The custom of the trade is one of the most common argu- 
ments used in favor of certain methods of price determination of 
manufactured goods, and it is a fact that manufacturers of many 
classes of goods follow the same method in determining prices 
for their inventories. 

The auditor here also encounters one of the greatest diffi- 
culties in practice. He knows that the price that should be used 
for the valuation of manufactured materials is the cost to manu- 
facture, but he also knows that his client will not pay him to 
construct a system of cost accounts for the entire year from the 
original invoices, payrolls, expense bills and other charges that 
go to make up costs. He usually can arrive at a rough and ready 
determination of the costs by ascertaining the percentages of 
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profits of previous years to the sales, providing the inventory ts 
valued on a sales basis. This sales price basis is one of the com- 
mon methods used by manufacturers who do not know their 
costs. They always know what their selling prices are, and after 
excluding all items of income excepting the sales of material, the 
accountant may deduct the percentage that he has arrived at as a 
result of his investigations. The established rule of most audi- 
tors is to use the market price or the cost price whichever is the 
lower, and any departure from this rule should be carefully 
explained in the report or included in the certificate that is 
attached to the balance-sheet. Investors are more inquisitive 
about the prices used in an inventory than any other feature of 
the accountant’s work, and the accountant can offer no better 
protection for himself than a complete and detailed description 
of the method that he used in arriving at the prices in the inven- 
tory. 

The most obvious verification that the auditor must make is 
that of the accuracy of the clerical work, which means the exten- 
sions, the footings and the summaries of the totals. He is seldom 
expected to verify each extension on the inventory, but he would 
be grossly at fault if he allowed any material error to pass 
unnoticed. 

To summarize the position that the auditor is in, the statement 
can be made that he is held responsible for the accuracy of all 
the figures in an inventory without being expected to perform 
the work which would be necessary in order to enable him to 
swear before a court that every figure is absolutely correct. This 
seemingly unreasonable responsibility he is asked to assume 
because of the skill and ability which his presence in the account- 
ing profession implies. It is presumed that he is able to read the 
signs that hang on errors, and in this manner to discover them. 
He would probably secure few engagements if he insisted on 
being paid for going over every figure in the inventory. Morally 
he is responsible for the accuracy of all figures. Legally, how- 
ever, he is not held responsible if the figures prove to be wrong, 
providing he has used due care and diligence, such as would 
ordinarily be used in the regular course of business or such care 
and diligence as the customs of the profession require. 
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Accounting Systems in Army Camps 
By E. J. Hotmes 


The purpose of this article is to explain in a general way the 
accounting system in army camps used by the United States army 
in connection with the disbursement of funds appropriated by con- 
gress for authorized expenditures. It may be said that the 
system herein described is that which is used exclusively by the 
quartermaster corps in all its finance offices, the only difference 
between the work of any two offices being in the volume of cer- 
tain routine. For example, in a camp payrolls of enlisted men 
and officers’ pay form the largest part of the work; in a depot 
where quantities of supplies are purchased, the use of the public 
voucher for purchases will be greater, as will also civilian payrolls. 

In each office the senior officer of the finance branch is account- 
able for funds and is known as the disbursing officer. He is 
responsible for receipts and the proper accounting for them, and 
for expenditures out of the working fund, with which he is 
furnished, and is assisted by one or more other officers and clerks 
enlisted in the quartermaster corps. His principal duties are to 
make all authorized payments, to collect funds which should law- 
fully be received by him, to see that all vouchers, cheques, 
abstracts and monthly reports are made out correctly and to 
account for all funds, which may be placed to his credit, to the 
department chief and to the treasurer of the United States. 

The details concerning the proper filling out of vouchers, the 
preparation of monthly reports, the rates of pay of officers and 
enlisted men, etc., can be easily learned by one who has had a 
small amount of accounting experience. However, army regula- 
tions, bulletins issued by the staff bureaus and general orders 
govern cases in which expenditures may be made, and a disburs- 
ing officer must use his judgment in making many payments, a 
considerable amount of experience being necessary in order to 
interpret correctly the meaning of the various instructions fur- 
nished, in order to enable oneself to know when to make and 
when not to make payment. In many instances direct authority 
for certain payments must be obtained from the chief of the 
department in Washington. 
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For each disbursement a voucher is prepared in duplicate, one 
copy being forwarded at the end of the month to Washington, 
the other being retained in the files of the office. The public 
voucher for the purchase of supplies is used much and resembles 
an ordinary bill, but has space for signature of the payee certi- 
fying that the articles enumerated were furnished to the United 
States and that payment therefor has not been received. 

The officers’ pay voucher, payroll of enlisted men, commutation 
of rations and payroll of civilian employees are also among the 
vouchers most frequently used. 

Perhaps it would be interesting to explain the “working fund” 
system, which was adopted about a year ago. 

Formerly, expenses for the coming month were estimated by 
appropriations and the amount was placed to the credit of the dis- 
bursing officer with the treasurer of the United States. Funds 
could be expended only from the proper appropriation provid- 
ing there was an unexpended balance. 

At present, a working fund, sufficient to cover all probable 
expenditures for a monthly period, is used and at the end of the 
month the actual expenditures are “borrowed” from the working 
fund, at the same time being charged to the proper appropria- 
tion. The total expended up to the end of the month is reported 
to the quartermaster general and this amount is placed to the 
credit of the disbursing officer, which, together with the unex- 
pended balance which he has on hand, brings his working fund 
back to the original amount. 

Appropriations from which funds are most commonly spent 
are: 

Pay of the army, 1919; 

Pay of the army, 1918; 

General appropriations, Q.M.C., 1919; 
Supplies, services and transportation, 1918. 

To illustrate further the working fund system, let us say 
that a fund of $1,000,000 is used and at the close of the month 
a request for funds (the form which is used for this purpose) is 
prepared showing the total expenditures for the month charg- 
able against the various appropriations. For example, we will 
say these amounts were: Pay of the army, 1919, $250,000; 
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supplies, services and transportation, Q.M.C., 1918, $100,000, 
and general appropriations, Q.M.C., 1919, $300,000. 

Therefore the books show a debit to the working fund of 
$1,000,000 and credits to the various appropriations as follows: 


Pay of the army, 1919, $250,000 
Supplies, services and transportation, 
Q.M.C., 1918, 100,000 


General appropriations, Q.M.C., 1919, 300,000 

The unexpended balance in the working fund of $1,000,000 is 
$350,000. 

The last entry in the cashbook for the month is the appro- 
priation transfer or “borrow,” after the entering of which the 
appropriations will balance. The appropriation transfer entry 
is as follows: 

Pay of the army, 1919, $250,000 
General appropriations, Q.M.C., 300,000 
Supplies, services and transportation 
Q.M.C., 1918, 100,000 
To working fund, $650,000. 

As soon as the request for funds is approved by the depart- 
ment chief and forwarded to the treasurer of the United States, 
the $650,000 will be placed to the official credit of the disbursing 
officer, by what is known as a war warrant, and when the war 
warrant is received, the above appropriations are severally 
debited, no debit being made to the working fund account. 

Next the amounts borrowed from the working fund are repaid, 
and the following entry is made: 


Working fund, $650,000 
To pay of the army, 1919, $250,000 
General appropriations, 
Q.M.C., 1919, 300,000 
Supplies, services and trans- 
portation, Q.M.C., 1918, 100,000 


It will be noted from the above that the system is exactly the 
same as that used by corporations having branch houses, and 
resembles in some respects the well-known imprest fund system. 

Certain books of account are used, but it should be remem- 
bered that these are entirely separate from the monthly reports 
prepared from the accounts. The books commonly kept are the 
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Cashbook 

Cheque stub 

Abstract of disbursements 
Cash blotter 
Memorandum blotter. 

The cashbook is loose-leaf, having columns for date, explana- 
tion and total and separate columns for each appropriation. This 
record, as well as the others, is not kept exactly alike in any two 
offices although the general principles laid down by regulations 
are observed. The cashbook is the principal office record, all 
transactions being summarized in it daily, including payments 
in currency and by cheque. 

The cheque stub is, of course, a record of the cheques drawn 
and is ruled in book form, having columns for date, name of 
payee, voucher number, amount and continuous balance. 

The abstract of disbursements is a record of all vouchers 
paid. Each voucher is entered numerically and shows in the 
proper column the voucher number, name of payee, total amount, 
amount charged to each appropriation (if the voucher covers 
more than one appropriation) and date. 

The cash blotter is a record of all actual cash or currency 
transactions, like the ordinary commercial cashbook. 

The memorandum blotter is kept for the purpose of facilitat- 
ing the prompt preparation of the request for funds at the end 
of the month. This book shows expenditures classified according 
to appropriations, and also subdivisions of appropriations, 
which are known as “purposes.” The book also shows at a 
glance the date, voucher number, name of payee, amount, item 
number and authority for payment of each voucher. The 
authority is very important and either a general or specific 
authority must be had to cover each expenditure made. Where 
special authorities are required, they should be on file in the 
office, and in all cases the authority for payment must be noted 
on the face of the voucher. Special authorities, for example, 
would be contained in a letter from the chief of the bureau, and 
the notation made on the voucher should show date and file num- 
ber of the letter. 

Trouble is not usually encountered in balancing the records 
where they have been kept by intelligent clerks, but occasionally a 
difference will be shown between the cheque stub and the abstract 
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of disbursements. Anyone with accounting experience can insert 
a few extra columns in the abstract of disbursements and cash- 
book, which will greatly facilitate the balancing of the various 
books with one another, and a complete check on the work for 
a whole month can be had in this way. 

The cheque stub, having a continuous balance column, is 
easily balanced. The memorandum blotter balances with the 
abstract of disbursements. The total cash on hand plus the 
amount of credit with the treasurer of the United States should 
equal the total balance of the working fund unexpended as per 
cashbook. 

These comprise all the important office records. 

The principal of the monthly reports is the account current, 
which is a summary of the entire month’s business and is pre- 
pared from the cashbook as soon after the close of the month as 
practicable. It is supported by a typewritten copy of the abstract 
of disbursements, together with all original copies of vouchers. 
The account current shows, as debits, by appropriations, the 
amount carried forward from the preceding month, amounts 
transferred from other officers, funds received from the treasurer 
of the United States and all collections. The latter are not 
allowed to be carried on the books more than thirty days, but 
must be deposited to the credit of the treasurer of the United 
States on the last day of the month. Credits appearing on the 
account current are for all disbursements as shown by vouchers, 
transfers to other officers, the amount of collections deposited to 
the credit of the treasurer of the United States, and the balance 
carried forward to the following month. 

The amount of responsibility resting upon a disbursing officer 
handling a million or more dollars a month is great, as can be 
imagined, but to just what degree he is accountable for these 
funds is a debatable question. There is no doubt that he is 
accountable for the amount of actual cash handled in the office, 
there being no over and short account. He is responsible that 
all records be kept accurately and according to regulations, that 
all vouchers are filled out correctly and fully, that officers and 
enlisted men in the camp are paid promptly, that all bills are paid 
within a reasonable length of time so far as possible, and that 
monthly reports are prepared from the records and are submitted 
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within the required time, which is twenty days after the close of 
the month. 

When the reports and vouchers are received in Washington 
they are carefully gone over, even to a check on clerical accuracy 
and the appropriation to which the amount has been charged. It 
is also seen that authority, either general or special, was granted 
for each payment. 

When a voucher has been overpaid, or authority does not 
appear, or there is any other irregularity, the voucher is “sus- 
pended,” that is, credit for making the disbursement is not given 
until the account has been justly settled. Suppose, for example, 
that a voucher in question is an officer’s pay voucher and that the 
officer has been erroneously overpaid on it. The officer over- 
paid will be notified by Washington to deduct the amount on his 
next pay voucher. In case he has died in the meantime the 
amount will probavly be deducted from his final settlement with 
the government, and if the United States does not finally receive 
reimbursement, the amount of the overpayment will be charged 
against the disbursing officer paying the account if he was negli- 
gent or careless in the performance of his duty. 

Likewise in regard to authorities for payment of vouchers— 
if the disbursing officer has not shown any general or special 
authority, and cannot produce such authority, the voucher would 
be considered by the comptroller of the treasury as to the neces- 
sity of the expenditure for the public good after it had been sub- 
mitted to the auditor for the war department. 

The number of clerks assigned for duty to a finance office in 
a camp is from twenty to sixty. Men are usually selected for 
this work who have had bookkeeping or accounting experience. 
Troops are paid and vouchers for these payments are completed 
from the first to the tenth day of the month; payments to officers 
and the work in connection with officers’ pay vouchers take from 
the twentieth to the thirtieth, the middle of the month being used 
in preparing monthly reports and in bringing the usual routine 
work up to date. 

After considerable experience a disbursing officer is care- 
ful to make no overpayment and to see that he has authority for 
all expenditures. He will usually assume that, if he underpays 
somebody, that person can easily collect the balance due him; 
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but he scrutinizes a voucher carefully to avoid overpaying some- 
one. The best rule to follow is not to make payment on a 
voucher in case of any doubt. In this way trouble may be 
avoided for oneself and for those in Washington. 

The amount of knowledge of accounting required to direct the 
work of a finance department is not so great as is a complete 
understanding of “regulations” and requirements of the govern- 
ment in regard to the details in connection with the preparation 
and submitting of the vouchers, abstracts and reports used, cf 
which I have endeavored to give a general but brief explanation. 
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By Harry L. CavanaGH 


One of the most conspicuous features of modern business is 
the remarkable growth of the mail order houses. This business, 
while not by any means of recent origin, has only of late years 
developed into the mammoth proportions that have amazed the 
commercial world. 

One may form some conception of the magnitude and rapid 
growth of this particular business from the fact that one large 
house increased its sales from $66,000,000.00 in 1911 to $178,- 
000,000.00 in 1917, and another house increased its sales from 
$40,000,000.00 in 1913 to $74,000,000.00 in 1917. Many other 
concerns, while not so large, have also had wonderful success. 

The volume of orders and the small margin of gross profit 
on which the companies must do business make it imperative that 
the overhead expense be kept at a minimum. This has been the 
cause of many problems for the accountant, for, as one of the 
officers of a large company stated, “We do not want to spend a 
doll«: to keep track of a quarter.” 

The accounting suitable for the mail order business is very 
much the same as that required for a retail department store, the 
various kinds cf merchandise being grouped and subdivided into 
departments, known by letter or number, preferably the latter. 
Each department is charged with its purchases of merchandise, 
direct expenses and labor and a proportion of the indirect over- 
head. and credited with its sales. The advertising should also be 
charged to the various departments on an equitable basis, and as 
this is one of the principal items of expense, the distribution is 
most imporcant. 

Each department should be, as it were, a complete store in 
itse’f, and the accounting should reflect this condition. 

There are ma:y unusual features to be found in a mail order 
house, one of them bzing that the company receives payment for 
its merchandise in advance—that is, in nearly every case the cash 
accompanies the order. There a:e various ways in which this 
prepayment may Le handled, but the most practical is as follows: 
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The total cash received on orders should be credited to an 
account designated “customers,” against which will be charged 
the sale and the postage or express charges that were included in 
the remittance, and also any refund of the original amount, the 
aim being to clear the “customers” account of completed orders 
and leave therein only the company’s liability for unfilled orders. 

Ascertaining the sales has been one of the most perplexing 
problems with which the large houses have had to contend. 
Various methods have been employed, but as yet no thoroughly 
satisfactory or economical one has been devised. 

The most appropriate time for determining sales is at the 
balancing of the order, that is, after the various items called for 
in the order have been packed or assembled, the bill is made 
up and the customer notified that his remittance was short or a 
refund is made for any amount that may have been overpaid. 

In the smaller houses the analyzing of the sales is not difficult 
as the volume is not large, but in the larger houses where the 
number of orders shipped each day runs up into the thousands, 
and prompt shipments are essential, the analyzing and totaling is 
a great task. However, by keeping the number of departments 
down to, say, twenty or so principal departments, the sales could 
be analyzed at the time of balancing the order by abstracting on 
a sheet large enough to have a column for each department. The 
reason for having so few departments is to have all departments 
on one sheet. This work could be performed by girls who would, 
with a little experience, become quick and accurate. At the 
close of each day the sheets would be collected, footed and sum- 
marized, thus ascertaining the cash sales for the day. 

C. O. D. shipments and other than cash sales could be analyzed 
without much difficulty as the number of such sales is not large. 
The method outlined herewith gives the amount of actual sales 
each day, and is more satisfactory than the method now generally 
employed of having each department report its shipments daily 
and using those figures as the sales. The principal departments 
could be further subdivided and their sales ascertained reasonably 
accurately by one of the several methods now in use, having, 
under the plan formulated herewith, a controlling figure on the 
principal departments’ sales. 

An inventory should be taken at least twice a year of the 
cash on the unfilled orders in the house and the balance shown 
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on customers’ account should be adjusted therewith. It is to be 
expected that there wiil be a difference to adjust, especially in 
the larger houses, as it is practically impossible to keep the 
account with such accuracy that no adjustment will be necessary. 
Furthermore, the cost of such accuracy would be prohibitive. 

The handling of the cash refunds made to customers is also 
a problem. To decide to just what extent the detail should be 
carried is hard, as the number of refunds issued each day runs 
up into the thousands. The aim is to record these issues with 
as little detail as possible, yet to have some check on them. 

The general plan is to divide the refund cheques into three 
classes: first, refunds from five to ninety-nine cents ; second, those 
from one to ten dollars; and third, those of ten dollars and over. 
No cash refunds for less than five cents are given as no charge 
for less than five cents is made. 

The refund cheques from five to ninety-nine cents are, in most 
houses, certificates printed for each amount from five to ninety- 
nine cents and made payable to bearer, so that when a refund 
for, say, seventy-two cents is made, a certificate calling for that 
amount is delivered. No record of the certificates issued is kept 
other than the total of the amount issued each day. This total 
is set upon the books as a liability, either at the end of the week 
or month, and charged to the proper accounts, e.g., refunds issued 
to balance an order would be charged against customers’ account 
while refunds issued for return goods would be charged against 
sales, etc. As these certificates are redeemed either through 
banks or as cash on additional orders, the amount so redeemed 
should be charged against the amount shown as outstanding on 
the books and the certificates should be cancelled. As it is 
impossible to reconcile the amount outstanding, a new series 
should be started at least once a year and the issues and redemp- 
tions of each series should be kept in separate accounts. By this 
method, after a few years’ time, a series would show a relatively 
small amount outstanding, and it is then reasonably safe to assume 
that only a small portion of this amount will be claimed, so the 
balance may properly be written off. 

The second and third classes of refund cheques mentioned 
should be handled in the usual manner of issuing cheques, the 
amount issued being set up as a liability and the proper accounts 
debited. The reason for separating the cheques into two classes 
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is to have closer supervision of those issued over ten dollars. 
As to what extent the outstanding cheques from one to ten dol- 
lars should be reconciled and checked is a matter of opinion, 
governed in large measure by the number issued. But the cheques 
over ten dollars should be carefully compared, when paid, with 
the office record, and those outstanding should be reconciled at 
least twice a year with the ledger balance. 

The manner of making the office record has been given con- 
siderable attention. The use of a cheque stub or register would 
never do where there are thousands of cheques issued each day. 
A very satisfactory record is to have a carbon copy made showing 
the name, amount and number of each cheque. This duplicate is 
filed numerically, and when the original cheque has been paid 
the duplicate is withdrawn from the file. The total of the 
duplicates withdrawn each day should correspond with the total 
paid, thus affording a check on the amount paid. A total of 
the duplicates in the file should be the amount of outstanding 
cheques. 

The manner of handling the amounts due from customers is 
also somewhat unusual. In many houses amounts of less than 
five cents are ignored, and of the amounts from five to fifty cents 
no record is kept, the customer being notified by the forwarding 
of a printed slip which states the amount due. 

The total amount of these items is treated as a separate 
account, to which payments are credited, and at the close of the 
fiscal period the balance is prorated against the various depart- 
ments. 

Of the amount over fifty cents the only record is a carbon 
duplicate of the charge slip. These duplicates are filed in the 
most convenient manner, and when paid the duplicate is removed 
from the file. The total of these charge slips represents the unpaid 
accounts and should agree with the controlling account on the 
general ledger. 

Another interesting feature is the manner of handling the cost 
of preparing, publishing and distributing the general catalogues, 
of which there are usually two a year. The preparation of a mail 
order catalogue requires several months’ preliminary work—the 
drawings have to be ordered, cuts and electros made and the 
editorial work done. This work is called catalogue preparation, 
and, as it costs many thousands of dollars, considerable attention 
should be given to the accounting relative thereto. 
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It is well to designate each general catalogue by a number, 
so that the charges may be made against the particular catalogue 
for which they were intended. A controlling account should be 
set up on the general ledger for each catalogue and the details 
should be kept in a subledger. 

The preparation work should be divided under these general 
headings : 

Drawings 

Electros, cuts and zincs 
Special type 

Editorial 

Publicity department expense 

These general accounts should be further divided to corre- 
spond with the merchandise departments, so that it may be seen 
just what each department has expended in the different classes 
of preparation. 

After the preparation work has been completed the cost is 
distributed to the various departments for which the work has 
been performed, each department assuming a portion of the cost 
of preparing various parts of the catalogue which are not directly 
chargeable to any department. As to when the charge should be 
made to the departments depends upon the custom of the company, 
but it should be made during the period when each department is 
deriving the benefits of the catalogue. 

The cost of publishing is another feature that requires careful 
attention. Most catalogues are purchased at a stated price for 
the stock, press work and binding, and the distribution of the 
cost to the departments should be made on the basis of pages 
used in the catalogue. The general space should be prorated 
over the different departments on the same basis. 

The cost of distribution is also made on the basis of pages 
used, and consists of addressing, mailing, wrappers and the over- 
head expense of the distribution department. The feature that 
troubles the accountant most in regard to the catalogue expense 
is a basis of distribution which will equalize the charge over a 
period, and not leave some months with practically no charges 
while in other months the charges would be enormous. This can 
be overcome, however, by charging to each department a certain 
estimated percentage of the sales each month and crediting a 
reserve account. These estimated charges could be adjusted when 
the actual costs were determined. 

440 


| 


Duties of a Factory Cost Accountant* 
By JoserH GILL 


Time was when the manufacturer was able to get along quite 
comfortably without worrying about cost accounts. His business 
was generally small, and he was familiar with every detail of it. 
He could estimate with remarkable ease and accuracy the mate- 
rial and the time required for any job that came into the shop, 
and he had a very shrewd appreciation of the bearing his expenses 
had on his production. He was, therefore, not only able to quote 
prices that would leave him a margin of profit, but by a sort of 
sixth sense, which was really an accumulation of experience, he 
knew when production was lagging and was able to go after the 
cause and remove it before it showed up in the profit and loss 
account. 

As his business grew and machinery came into more general 
use, and as machines themselves grew bigger and more complex 
and more expensive, the mass of detail became too much for 
him to assimilate, his power of shaking down facts into their 
proper relation to each other became impaired and he was com- 
pelled to rely more and more on his books and records; and 
according as his books and records gave him necessary facts or 
failed to do so, he was able to keep his hand on the helm of his 
business and direct it intelligently or drifted along blindly until 
he was on the rocks. 

The type of manufacturer who is content to calculate the 
labor and material on a job and guess all the rest is fast dis- 
appearing. He still succeeds occasionally in conducting a profitable 
business, but unless unusually favored by circumstances he ulti- 
mately fails. Costs and selling prices vary according to condi- 
tions, but he must usually sell at the market price, if at all, and 
he continues to sell lines on which, without knowing it, he is losing 
money, while his competitors either leave those lines to him, 
because they know them to be unprofitable, and devote their 
energies to other lines, or have been able to effect such economies 
by the elimination of waste and the better utilization of their 
facilities that they can make a profit where he cannot. 
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The need of accurate and trustworthy information regarding 
production and production costs has long been recognized, but 
the success that followed the adoption of F. W. Taylor’s methods 
of scientific management created an immediate demand for pro- 
duction records in all quarters. “Efficiency” became the great 
watchword, and into the ranks of the “efficiency engineers” floated 
“business doctors” and other “experts,” who knew little or noth- 
ing about the principles of scientific management but were agreed 
that a cost system was the thing. Cost clerks left their jobs, 
carried away the forms they had been using and tried to jam 
their one system into businesses and conditions in which it would 
not and never could fit. Other “experts” had no previous experi- 
ence in costing and so were not hampered by any pre-conceived 
notions. 

They succeeded, however, with little difficulty, in getting large 
fees from manufacturers, but when systems that had been installed 
at great expense had to be abandoned entirely or remodelled on 
plans much simpler and less ambitious than the originals, costing 
lost a lot of its popularity. 

But the bad and unsuitable systems were not always the work 
of mushroom experts nor were the systems always to blame. 
Quite frequently accountants were unable to make headway 
against the bitter hostility of employees whose interests might 
be affected by new methods, and who succeeded, by obstruction 
and deliberate falsification, in discrediting the new systems before 
they were fairly put into operation. They had also to contend with 
the type of manufacturer who appeared to think that a new cost 
system would work miracles or was unable to appreciate the 
importance of the information he received. 

The waiter has in mind the manager of an establishment in 
which a large amount of “repeat” business was done, which was 
losing money steadily and consistently. A cost system was 
installed and the records showed that the machine time varied 
on jobs similar in every respect, and that there were considerable 
variations in the quantities of raw materials used on jobs calling 
for the same amount of finished product. Investigation showed 
that the time recorded had actually been spent on the jobs, and 
that the materials charged had been withdrawn from the stores by 
requisition for the jobs in question, but the conclusion reached 
by this man was that a cost system that did not show uniform 
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costs was no help to him in making quotations and was conse- 
quently worthless. The fact that jobs that were completed in 
five hours on one day took six and a half hours and used 10% 
more material on another day conveyed nothing to him. 

There is a minimum of information, however, that the manu- 
facturer must have, if he is to hold his own, and much more that 
he can use to advantage, and it is the function of the cost account- 
ant to get that information for him and to give it to him in such 
shape that he can use it to the best advantage. As has been said 
before, selling prices are frequently fixed by competition and other 
conditions, and the only choice the manufacturer has is whether 
he will sell at a certain price or not at all. Price fixing, therefore, 
is a secondary consideration. 

A manufacturer of machines of a standard size and pattern 
will be interested to learn that machines which he is selling at 
$30.00 cost $3.00 per machine more to make in April than in 
March, but he is not satisfied to stop at that. That $3.00 may 
make all the difference between a profit and a loss and he will 
want to know where it went and what he got for it, for he must 
do one of three things—he must reduce his cost to a figure that 
will enable him to continue selling at $30.00 and make a profit ; he 
must get more money for his machine; or, if he cannot reduce the 
cost or increase the selling price, he must stop making that par- 
ticular machine. 

If his cost records merely show the total cost per machine, 
he is getting only part of the information he needs. What he 
must learn is at what stage in the manufacture of the machine 
the cost increased and why, and to do this he must divide the 
machine and its production into parts and operations as far as 
is practicable, and compare the cost of each part or operation in 
one period with the cost of the same part or operation in other 
periods. If he is able to do this, he will soon arrive at a figure of 
cost at which each part should be produced under normal con- 
ditions. In other words he will establish standards for compari- 
son. Failure to reach the standard will cause investigation, and 
the net result will be the elimination of unnecessary expense and 
the reduction of cost to the lowest possible figure. 

In its simplest form a manufactured article consists of raw 
material that has been changed in some respect by the application 
of labor. Assuming that the whole of the raw material has been 
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used or that what remains has no value, the value of the finished 
article to the manufacturer is what it cost, namely, the sum of the 
values of the raw material and the labor expended on it. He has 
combined two values in one article, and the manufactured article 
is worth neither more nor less than the sum of the values that 
went into it, until somebody else who wants the article offers 
more or less than that amount for it and the offer is accepted, 
ie., until it is sold. The fact that it is sometimes good con- 
servative practice to anticipate loss by writing down the value 
of finished stock on hand does not affect the issue. 

A blacksmith making horseshoes on a hand forge which he 
hires by the day combines not less than four values—the raw 
material he uses, his own labor, the fuel he uses, and finally the 
value to him of the use of the forge, which is really a combination 
of values—wear and tear, repairs, etc., all included in the price 
for use of the forge. The cost of his finished product is the sum 
of these, and if he has been engaged all day in making horse- 
shoes of a uniform size and pattern, he can value his product at 
the end of the day by dividing the total cost by the number of 
shoes he has produced, which will give him a cost per shoe. 

If, however, part of the day was spent in making horseshoes 
and part in repairing a plough, his problem will be rather more 
difficult. He knows just what material he used on the horseshoe 
job and also the time he spent on it. Those are direct charges. 
But how is he to determine the proportion of forge rent that 
went to the making of horseshoes. and the amount of fuel used? 
This problem, simple in itself, is essentially the same problem 
that faces the cost accountant everywhere. 

The value to be placed on the product of a factory is the sum 
of all the values that were used to produce that product—those 
that went directly into it and those that went into it indirectly. 
(This does not necessarily mean, however, that the product should 
bear the burden of unforeseen or unusual losses due to stoppages, 
idle machines or serious accidents to machinery). The direct 
charges—raw material and direct labor—can be readily ascertained 
and present no other than mechanical difficulties in ascertaining 
and recording them. But the indirect charges, variously described 
as indirect expense, overhead expense or burden, present a very 
different problem, and most of the methods in use can be tested 
in apportioning the cost of the blacksmith’s forge. 
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These methods are: 

1. Percentage on labor and material 
2. Percentage on labor 

3. Man-hour rate 

4. Old machine rate 

5. New machine rate 

Assuming that the value of the raw material used during the 
day was $3.00, that the smith valued his time for the day at 
$5.00, that the rent of the forge was $1.00 and that the fuel 
used cost $1.00, we have a total cost of $10.00 for the day. 
Assuming also that half the day was spent in making horseshoes 
and the other half in repairing the plough, and that all the raw 
material was used on the horseshoes, we get labor and material 
costs of $5.50 for the horseshoes and $2.50 for the plough repairs. 
The burden, amounting to $2.00, is 25% of the total labor and 
material costs, and on that basis the use of the forge cost $1.38 
for the half day on which it was used in making horseshoes, and 
only 62 cents for the other half day on which it was used in 
repairing the plough. 

Suppose, moreover, that the plough repairs were unfinished 
and occupied half of the next day, and that the remainder of 
the second day was spent in making horseshoes again. The stock 
of iron having run out, however, the smith had to renew it, pay- 
ing one-sixth more than he had paid for that used on the previous 
day. The labor and material costs would then be $6.00 for the 
horseshoes and $2.50 for the plough repairs, a total of $8.50, 
and the burden, $2.00, would be 23.5% of this sum. The forge 
cost for the second day under identical conditions would then be 
$1.41 for one half day and 59 cents for the other, as compared 
with $1.38 and 62 cents respectively on the first day. This dis- 
tribution is obviously unfair and inaccurate. 

Using the second method, the labor cost was $5.00 for the 
smith’s time, of which $2.50 went to each job. The burden 
amounted to 40% of the labor cost. Distributed on this basis 
$1.00 would be charged to each job. But if it had been necessary 
to have a helper in making horseshoes and he had received $2.00 
for his half day’s labor, the labor costs would then be $4.50 for 
the one job and $2.50 for the other, a total of $7.00. The $2.00 
is approximately 28.6% of $7.00 and on this basis the use of the 
forge would cost $1.29 for the one half day and 71 cents for the 
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other. This method is therefore not applicable in this case and 
can only be equitably applied when machines or other production 
centres are of a uniform size and character and are constantly 
tended by the same number of men paid at uniform rates. 

The man-hour rate is arrived at by dividing the burden by the 
number of hours of direct labor and adding to the cost of labor 
and material the amount of burden determined by the number of 
hours the machine or other production centre was in use. Assum- 
ing the day to be 8 hours, the hourly burden was 25 cents and the 
amount chargeable to each job would be $1.00 for each half day. 
But if the smith, in addition to the work he was doing himself, 
had other work in hand and had hired in the same shop a lathe 
or other machine at $6.00 a day and engaged a man to tend it, 
the total burden would be $8.00 and the labor hours 16, an average 
of 50 cents an hour. The burden charge for making horseshoes 
and repairing the plough would then be $2.00 in each case, the 
increase over the former rate being due to conditions not con- 
nected in any way with the production of the horseshoes or the 
plough repairs. ; 

The old machine rate is very similar to the man-hour method, 
the burden being divided by the number of machines and dis- 
tributed on an hourly basis. It can obviously only be used 
where the machines in a shop or department are of the same kind 
and size. 

The new machine rate provides for distributing the burden 
over the product according to the service actually rendered in its 
production. The plant is divided into production centres, which 
may be machines, groups of machines or departments, and all 
items of indirect expense are traced to these production centres. 
The annual cost of running a lathe, for instance, is determined 
by adding together all the expenses incidental to its operation 
and maintenance—rent, based on floor space occupied, deprecia- 
tion, repairs, superintendence, such items of supplies, indirect labor 
and other expenses as can be directly charged or fairly appor- 
tioned, power, measured or based on the horse-power of the 
machine, and a share of general manufacturing expense—dividing 
such annual cost by the normal number of working hours in a 
year and thus obtaining a cost per hour to be added to the cost 
of labor and material. The blacksmith’s forge is the production 
centre, and the rent charged for it, plus the cost of fuel con- 
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sumed, divided by the eight working hours of the day gives a 
cost of 25 cents an hour. Each of the two jobs received the 
benefit of its use for 4 hours and should be charged for that use 
and for that alone. 

The determination of machine-hour rates is not an easy matter, 
as it is difficult to estimate in advance what departmental and 
indirect expenses are likely to amount to, and it will be found 
necessary to change the rates at various times. Changes in rates, 
however, should be made only when necessitated or warranted 
by changes in the actual expense, and the rates should not be 
varied because of the idle time of machines. That proportion of 
burden that should have been absorbed by machines that were idle 
should be credited to the burden account and charged direct to 
profit and loss or shown as a distinct item added to the normal 
cost. Opinions may and do differ as to the particular method of 
treatment of such unused or unearned burden, but there is little 
disposition to regard it as anything but a loss. 

No two cost systems are exactly alike; consequently the 
routine work of cost accountants varies according to the condi- 
tions they have to meet; but along certain broad lines they have 
the same responsibilities. They must see that the receipt and 
issue of stores and raw materials are properly recorded, that the 
stores ledger is kept up-to-date, that the stores on hand are 
checked in at least a few instances each day by actual count or 
other measure and agreed with the balance shown by the stores 
ledger, preferably when stocks are low, and that all requisitions 
for stores withdrawn are entered on the cost sheets or interme- 
diate records daily. Workmen’s daily time cards should be com- 
pared with the time office records daily before labor is charged 
out, and labor distribution should be compared weekly or monthly 
with the payrolls. Machine records should be written up promptly, 
even though, as is sometimes the case, the work done on a machine 
for the month can be recorded on one sheet. Provision should 
be made for summarizing the charges to cost sheets in order that 
the monthly postings may be made to controlling accounts and the 
cost records may be included in the general financial records. 

Cost standards have to be established or changed, charges to 
burden scrutinized and compared with earlier charges or budget 
estimates, and machine rates changed when necessary. All records 
should be kept strictly up to date, not merely to avoid an accumu- 
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lation of work at the end of the month but for the infinitely more 
important purpose of providing the factory manager or super- 
intendent with. up-to-the-minute information. 

The cost sheets themselves can be made extremely interesting 
and valuable documents. It is sometimes possible to record on 
the cost sheets the entire history of an order from the time it is 
received until the goods are billed, and with references properly 
recorded on the sheets the cost of any operation or any other 
information can be looked up immediately. 

Then there are operating and production reports to be pre- 
pared for the information of the management. The manager, 
superintendent or foreman or all of them should know on what 
orders work has not yet begun, the orders completed each day 
and the status of work on the machines. Such matters as spoiled 
work, idle machines and excessive repair costs or production 
costs should be dealt with promptly, and actual costs should be 
compared with estimates. Charts should be used whenever pos- 
sible to show fluctuations in direct or indirect costs of production. 

At all times the cost accountant must deal with conditions 
as he finds them and it is absolutely essential that he be familiar 
with the factory and its operations. Every dollar’s worth of 
material and service must be run down to the point at which it 
enters into the production of the finished article. He must design 
and operate his system with that object in view, and he obviously 
cannot do that unless he is familiar with all the channels leading 
to production, 

His system should be as simple as is consistent with efficiency. 
Any system, whether simple or complex, that does not do what 
is required of it is not merely worthless—it is a positive danger. 
It should never be forgotten that the value of the information 
obtained from the cost records is determined by the use the 
management is able to make of it. If it is essential to the profit- 
able conduct of the business it must be obtained, whatever its 
cost, but if it is useful without being essential it may or may 
not be worth the cost of getting it. 

The system should be so framed as to admit of temporary 
or permanent expansion in any direction without affecting the 
general structure, in order that tests may be made in different 
directions at suitable times and intervals, to be continued or dis- 
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continued as circumstances dictate. A check may be kept iu this 
manner on minor and subsidiary operations when the expense of 
keeping continuous records would be prohibitive. 

Costing demands the handling of a mass of detail, but it is a 
mistake for a cost accountant to permit himself to become sub- 
merged in it. He should detach himself occasionally and try 
to see the factory and his work as a whole from a distance. Mat- 
ters may assume surprisingly different proportions when seen in 
perspective after a very close view, and he can have no finer 
qualification than the ability to recognize factors and appraise 
them at their true value. 
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EDITORIAL 


Reconstruction 


We have lived so long under the strain and stress of war that 
it is impossible to realize that we are again almost at peace. The 
continuous pressure of four years has left an impression which 
must continue for a long while to come. 

At first we shall experience the mental relief, but it will be 
much longer before we are relieved of the almost —y heavy 
burden of labor and duty. 

The war came suddenly, found us unprepared and we were 
compelled to adjust ourselves to conditions the like of which none 
of us had known before. So thoroughly was this adjustment 
made that the great majority of us will find it difficult to recon- 
cile our minds to the peaceful circumstances into which we are 
coming. 

We have lived in a realm of excitement and intense mental 
agony, which made us forget ordinary things. The war required 
all our efforts, our money, our time, our thought—and every- 
thing was given ungrudgingly. 

Now, however, comes the sudden relaxation, the utter collapse 
of all the enemy powers, and we stand somewhat dazed and 
wonder what is to follow. 

The accounting profession more than most vocations will find 
the advent of peace an increasing strain. Accountancy is the 
gyroscope of business. We have run along for four years with 
no thought of equilibrium so long as the goal could be reached. 
Business, finance, industry, all the activities of modern life relin- 
quished their hold upon practical things. Nothing mattered till 
the war was won. 
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But now we stand and contemplate the wreck of the foe and 
the duty of rehabilitation for the world which confronts us. 

Members of the national congress affirm that the day of wreck- 
less extravagance is at an end. There are to be investigations, 
curtailings of expense, resumption of rational business practices 
and, in a word, return to normality. 

The country will have assumed a burden of approximately 
thirty billions of dollars, part of which will be paid in immediate 
taxes and part will not be paid during the life-time of most men 
now living. Taxation measures will be the chief interest of the 
financial world for many years. The burden will be hard to 
bear, and when the enthusiasm of war is past there will be much 
grumbling, and collection of taxes will be extremely difficult. 

Business as a whole must revert to a fair basis. The enormous 
profits which have been made during the war cannot be continued 
in peace. The public will refuse to pay the prices which have 
been asked. Wages must come down to a reasonable level, and 
the whole commercial and financial structure of the country must 
be repaired. 

During the war the accounting profession has rendered 
splendid service. Many of its members are still working for the 
government in one capacity or another, and their labors will con- 
tinue for some months to come, but gradually we trust that the 
government will release all accountants who are not absolutely 
needed in government service and permit them to return to the 
practice of their profession so that the serious shortage of men 
may be somewhat lessened. 

When these men return and the profession is again in a posi- 
tion to undertake the important duties which it will be called upon 
to perform, accountants will have an opportunity even greater 
than that which existed during the war to demonstrate their 
peculiar usefulness. 

Reconstruction periods are always financially more difficult 
than war times. The history of the United States immediately 
following the civil war is an illustration of the grave dangers 
into which a nation is likely to be plunged upon the resumption 
of peace. In the late sixties and early seventies there seemed to 
be no commercial balance. There was no gyroscope. 

Now, however, we have a better organized body politic and a 
far better regulated method of business, and if those who are 
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qualified to superintend the readjustments are given the oppor- 
tunity, the reconstruction period should be passed without disaster, 
and the country should come ere long into something approaching 
a normal condition. 

Every individual member of the accounting profession has a 
duty to perform. He must stand staunch and strong for the 
right, must resist a temptation which will be offered in many 
forms and must see to it that the re-establishment of business be 
carried out without fraud against the government or the public. 

Especially in the matter of taxation will there be many 
attempts to escape the proper share of the national burden. The 
accountant will stand in a fiduciary capacity, to both the govern- 
ment and the taxpayer. If he fails in his loyalty to either he 
betrays his profession. 


Wages 


Samuel Gompers, president of the American Federation of 
Labor, has allowed it to be known that there will be no reduction 
of wages and no extension of working hours following the con- 
clusion of peace. 

Viewed from an economic and accounting standpoint this is a 
most remarkable statement. It seems to convey the idea that 
society is to be remade so as to coddle the working man at the 
expense of other classes. We trust that this was not the idea Mr. 
Gompers had in mind, but his utterance sounds ominous. 

Most of us recognize that labor should not be the first to feel 
the inevitable effects of adjustment, but it is inconceivable that 
labor should escape entirely. 

The question of wages is one of the most acute that will call 
for consideration. So long as the price of food, clothing and other 
necessaries remains at the present exorbitant figure it does not 
seem fair to expect the working man to accept a lower rate of 
wages than that which he now receives. But the cost of living 
will certainly decline, if not rapidly, nevertheless steadily. 

Sooner or later we shall get away from the guaranteed mini- 
mum price of wheat, for example, and the law of supply and 
demand will be allowed to operate. In other words, we shall 
begin to return to a normal condition and so returning we shall 
find prices more closely approximating values. 
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When that much desired day of normal conditions shall have 
arrived, the working man and every other class will discover that 
the justification for high wages will be largely removed. 

During the war wages have increased to a point in excess of 
that required by the increased cost of living, but the excuse for 
demanding higher wages has been generally accepted in spite of 
the facts. 

When peace shall have returned and the unavoidable changes 
in economic conditions take place, wages must certainly bear their 
share of the decline. All the fine hopes to which Mr. Gompers 
gives expression will be received with acclaim by his followers, 
but they are foredoomed to disappointment. The question of com- 
pensation of labor is no more immune from the economic laws 
than is any other factor of the situation. 


State Ownership 


The director general of the United States government railways 
expresses the thought that the experiences of the American 
public during the few months following the signing of the treaty 
of peace will determine whether or not the railways and other 
public utilities which have been seized by the government shall 
remain under government control. 

Does Mr. McAdoo think months will be required? 

We admit, of course, that there can be great saving in the 
administrative end of railway affairs, and are ready to admit that 
in time to come it may not be altogether wise to revert to an un- 
controlled competition between roads. Mr. McAdoo, however, 
does not lay stress upon the fact that there will be a considerable 
saving in administrative expenses, but argues rather that the 
public will be better served. 

Mr. McAdoo understands accountancy as well as the ordinary 
business man understands it, and we would, with deep respect, 
suggest to him that he apply to his theories the harsh light of 
scientific knowledge. Government owned railways may be run 
for the benefit of the administration which may happen to be in 
power, but we fail to see wherein the public will benefit from the 
utterly chaotic condition of railroad service and the exceeding 
improbability of lower rates. 
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If these things can be said of the railways, what shall be said 
of the telephone, the telegraph and the cable? 

Of course, if we run to the extreme of patriotic fervor we 
may say that it was necessary to take over the railroads to ensure 
the transportation of war material and troops. Be we patri- 
otic as we may, however, our sense of reason has not yet been 
developed to a point where it can discover any justification for 
the seizure of the telephone, telegraph and cable lines nor yet 
for the perpetuation of government control of the railways. 
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The revenue law to govern income taxes for the current year is still 
undergoing violent reshaping processes. The original house bill had 
already been largely reframed by the senate finance committee when the 
coming of peace prompted the secretary of the treasury to advise still 
further readjustment before the committee reported the bill to the senate. 
The prospect, therefore, is for a new record of delayed enactment, but 
with at least one compensating advantage from a practical point of view, 
if the secretary’s advice is followed: that the rates for 1919 may be settled 
at the same time and thus be known in advance. 

Exempt INTEREST ON Liperty Bonps 

It may be opportune to here recite the exemptions which have been 
accorded to Liberty bond interest by the various acts which have author- 
ized the exemptions. 

Exempt from all taxes (including normal and additional income taxes, 
and excess or war-profits taxes) : 

All interest on first Liberty loan 3%% bonds. This exemption was 
created by the act authorizing the issue. 

Exempt from all normal income taxes: 

All interest on bonds of all issues. This exemption, as to bonds 
subsequent to the first Liberty loan, was created by the second 
Liberty bond act of September 24, 1917, whicli exempted bonds 
issued after September 1, 1917, from all taxes except (a) estate or 
inheritance taxes and (b) surtaxes, excess profits and war-profits 
taxes. 

Additional exemptions from additional income taxes (surtares), excess 
profits and war-profits taxes: 

1. Interest on an amount of bonds issued after Sep- 

tember 1, 1917, not in excess of $5,000.00 
This is a separate exemption over and 
above those mentioned below. 
2. Interest on an amount of first Liberty loan 314% 
bonds ¢ ‘ted into fourth Liberty loan 44% 


bonds $30,000.00 
3. Interest on : nount of fourth Liberty loan bonds 
not exceeding $30,000.00 


4. Conditionally—Interest on an amount of 
(a) First Liberty loan converted, dated either 
November 15, 1917, or May 9, 1918; 
(b) Second Liberty loan, converted or uncon- 
verted; and 
(c) Third Liberty loan; 
together, not in excess of $45,000.00 
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The condition of this exemption is that the 
exempt principal shall not exceed one and one- 
half times the amount of fourth Liberty loan 
bonds originally subscribed for and still owned 
by the taxpayer at the date of his return. 


Treasury DecIsIONns 
There are only two treasury decisions affecting income taxes to report 


this month. 

One (T. D. 2762) outlines the application to trusts, partnerships and 
corporations of the exemptions on Liberty bond interest. The exemptions 
in respect of bonds held or subscribed by corporations belong directly to 
the corporations, which bear the taxes, without passing to the stockholders ; 
but with trusts and partnerships the claim for exemption may go to indi- 
viduals with the liability for tax. If the beneficiary of the trust (as in 
the case of regularly distributable income) or the partner in the firm (as 
under the present income tax law) bears the tax, he is also entitled to a 
proportionate exemption. If the trust bears the tax (as where the income 
accumulates) or the partnership (as at present under the excess profits tax 
law) the trust or the partnership claims the exemption. It would appear 
from this that, in partnership cases, the exemptions may apply in part to 
both partnership and the partners: to the partnership in case of excess 
profits taxes; to the members in case of individual surtaxes. 

In T. D. 2763 the department adopts the views of accountants generally, 
as previously stated in these pages, with regard to accounting for income 
under the corporation undistributed net income tax law. Where income 
cannot be traced to isolated subjects, it is sufficient to show, by submis- 
sion of comparative balance-sheets as at the beginning and end of the tax- 
able year and six months later, that the income has been absorbed in a net 
increase in business assets—only the amount in superfluous cash or outside 
securities being regarded as undistributed and unemployed. 


TREASURY RULINGS 
(T. D. 2762, Oct. 18, 1918.) 


Income and excess profits taxes. 


Exemption of interest on Liberty bonds held or subscribed for by trustees, 
partnerships, and corporations under supplement to 
second Liberty bond act. 


Questions have arisen with regard to the exemption of interest on bonds 
held or subscribed for by trustees, partnerships, or corporations under 
section 1 of the supplement to the second Liberty bond act, approved Sep- 
tember 24, 1918. This section is as follows: 

That until the expiration of two years after the date of the termination 
of the war between the United States and the imperial German government, 
as fixed by proclamation of the president— 

(1) That interest on an amount of bonds of the fourth Liberty loan the 
principal of which does not exceed $30,000, owned by any individual, part- 
nership, association, or corporation, shall be exempt from graduated addi- 
tional income taxes, commonly known as surtaxes, and excess and war 
profits taxes, now or hereafter imposed by the United States, upon the 
income or profits of individuals, partnerships, associations, or corporations; 
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(2) The interest received after January 1, 1918, on an amount of bonds 
of the first Liberty loan converted, dated either November 15, 1917, or 
May 9, 1918, the second Liberty loan, converted and unconverted, and the 
third Liberty loan, the principal of which does not exceed $45,000 in the 
aggregate, owned by any individual, partnership, association, or corporation, 
shall be exempt from such taxes: provided, however, that no owner of 
such bonds shall be entitled to such exemption in respect to the interest on 
an aggregate principal amount of such bonds exceeding one and one-half 
times the principal amount of bonds of the fourth Liberty loan originally 
subscribed for by such owner and still owned by him at the date of his tax 
return; and 

(3) The interest on an amount of bonds, the principal of which does 
not exceed $30,000, owned by any individual, partnership, association, or 
corporation, issued upon conversion of 3%4 per centum bonds of the first 
Liberty loan in the exercise of any privilege arising as a consequence of 
the issue of bonds of the fourth Liberty loan, shall be exempt from such 
taxes. 

The exemption provided in this section shall be in addition to the 
exemption provided in section 7 of the second Liberty bond act in respect 
to the interest on an amount of bonds and certificates, authorized by such 
act and amendments thereto, the principal of which does not exceed in the 
aggregate $5,000, and in addition to all other exemptions provided in the 
second Liberty bond act. 

The exemptions authorized by subdivisions 1 and 3 of this section are 
conferred by reason of the ownership of bonds therein referred to, while 
the exemption authorized by subdivision 2 is a collateral exemption con- 
ferred upon the bonds therein referred to by reason of the original sub- 
scription for and continued holding of fourth Liberty loan bonds. 

(1) Trusts—When income as such is taxable to beneficiaries, as in the 
case, under the present income tax law, of a trust the income of which is 
to be distributed annually or regularly between existing beneficiaries, each 
beneficiary is regarded as the owner of a proportionate part of the bonds 
held in trust and is entitled to exemption on account of such ownership as 
if he owned such proportionate part of the bonds directly. In such a ease 
a subscription by a trustee for bonds of the fourth Liberty loan constitutes 
each beneficiary existing at the time of such subscription an original sub- 
scriber for his proportionate part of such bonds and entitles such bene- 
ficiary to the collateral exemption of interest on bonds of previous issues, 
whether owned by such beneficiary or by the trustee, as if the beneficiary 
had himself originally subscribed for such proportionate part of the bonds, 
and a subscription by such beneficiary for bonds of the fourth Lib 
loan entitles him to the collateral exemption of interest on bonds of previ- 
ous issues held by the trustee. When income is taxable to the trustee, as 
in the case, under the present income tax law, of a trust the income of 
which is accumulated for the benefit of unborn or unascertained persons, 
the trustee is regarded as the owner of all the bonds held in trust and the 
trust is entitled to exemption on account of such ownership. In such a case 
a subscription by a trustee constitutes the trustee as such the original sub- 
scriber and entitles the trust, on account of such subscription, to the collat- 
eral exemption of interest on bonds of previous issues. 

(2) Partnerships—When income of a partnership is taxable to the 
individual partners, as under the present income-tax law, each partner is 
treated as the owner of a proportionate part of the bonds held by the 
partnership and entitled to exemption on account of such ownership as if 
such partner owned such proportionate part of the bonds directly. When 
the income of a partnership is taxable to the partnership as such, as under 
the —— excess-profits tax law, the partnership is treated as the owner 
of the bonds held by it and entitled to exemption from taxes assessed upon 


the income of the partnership as such. With reference to a tax assessed 
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upon an individual partner on his share of the partnership income, such 
partner, if a partner at the time of the original pA ie by the partner- 
ship for bonds of the fourth Liberty loan, is treated as an original sub- 
scriber for a proportionate part of such bonds subscribed for by the part- 
nership and as entitled to the collateral exemption of interest on bonds of 
previous issues on account of such original subscription for bonds of the 
fourth Liberty loan, as if he had subscribed directly for such proportionate 
part of the bonds. With reference to a tax assessed to the partnership 
upon the partnership income as a whole, such partnership is the original 
subscriber and entitled to the collateral exemption of interest on bonds of 
previous issues on account of such original subscription for bonds of the 
fourth Liberty loan. 

(3) Corporations—Income of a corporation as such is taxable to the 
corporation and is not taxable to the stockholders. The corporation, and 
not the stockholders, is regarded as the owner of the bonds held by the 
corporation and entitled to exemption on account of such ownership. 
When bonds of the fourth Liberty loan are subscribed for by the corpora- 
tion it, and not the stockholders, is the original subscriber and entitled 
to the collateral exemption of interest on bonds of previous issues on 
account of such original subscription. 


(T. D, 2763, Oct. 21, 1918.) 
Income tax. 


Tax on undistributed net income of corporations, joint-stock companies and 
associations, and insurance companies. 


The following rulings with respect to the tax on undistributed income 
imposed by section 10 (b), added to title I of the revenue act of September 
8, 1916, by section 1206 of title XII of the war-revenue act of October 3, 
1917, are additional to the rulings contained in T. D. 2736. 

1. Undistributed net income subject to tax.—In determining the amount 
of net income of the taxable year “remaining undistributed” six months 
after its close and not “invested and employed in the business,” there may 
in general be subtracted the amount of any interest paid by the corpora- 
tion but not allowed to be deducted for income-tax purposes, and also the 
amount of contributions properly made for charitable or war purposes. 

2. Use of balance-sheets to show employment of undistributed net 
income.—A corporation unable to show by tracing into particular assets 
or into the decrease of particular liabilities the employment of undistri- 
buted net income in the business, is permitted to claim a benefit of what 
may be shown by a balance-sheet for the date of the expiration of six 
months after the taxable year, or by a comparative balance-sheet, as indi- 
cated below. 

Thus, if the balance-sheet for the date of the expiration of the six 
months period shows that the entire surplus and undivided profits of the 
corporation are represented by assets pertaining directly to the business, 
such as plant, equipment, inventories, and accounts receivable, with only 
such amount represented by cash and by salable securities as is reasonably 
necessary for working capital or other established business requirements, 
the inference would seem warranted that the undistributed net income for 
the taxable year has been employed either for an increase in assets needed 
for the business or for a reduction of the business liabilities. 

It is therefore suggested that corporations unable to establish through 
tracing into particular assets or into the decrease of particular liabilities 
the use of undistributed net income for employment in the business may 
submit a comparative balance-sheet showing in reasonable detail the assets 
and liabilities of the corporation as at the opening and the close of the 
taxable year and as at the close of the six months period. 
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3. Net income of a corporation during the six months period.—If resort 
is made to the balance-sheet in the effort to show the employment in the 
business of all undistributed net income of the taxable year or its retention 
for the reasonable requirements of the business, the net income for the 
six months after the taxable year is necessarily to be taken into account 
and it must be shown that the undistributed net income of the taxable 
year as well as the undistributed net income of the six months is so 
employed or retained. 

4. Distribution of current earnings designated for particular investments. 
—Paragraph 12 of T. D. 2736, referring to the statement that corporations 
may desienate from what earnings an investment is made, is not to be 
taken as in any manner altering the rule relative to the order in which 
earnings are to be treated as distributed as dividends under the provisions 
of section 31 (b) of the act of September 8, 1916, added by section 1210 of 
the act of October 3, 1917. It is there specified that any distribution made 
to shareholders shall be deemed to have been made from the most recentl 
accumulated undivided profits or surplus. The application of this provi- 
sion is dealt with in T. D. 2659 and T. D. 2678. While a corporation retains 
profits without distribution of dividends, it may retain them in such form 
as it may elect, but when it makes any distribution of dividends the distri- 
bution must be treated as made from the most recent profits or surplus 
regardless of any previous designation of any portion of such earnings for 
investment purposes. The designation of an investment in obligations of 
the United States issued subsequent to September 1, 1917, may serve to 
prevent the application of the additional tax of 10 per cent to the amount 
so invested, but it does not warrant the disregarding of the amount of net 
income for the taxable year so invested in determining the profits or 
surplus from which any dividends may be distributed. 
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Epitep BY SeyMouR WALTON, C.P.A. 
(Assistep By H. A. Finney, C.P.A.) 


SurpLus ADJUSTMENT. 

In the interests of proper statistics it is imperative that the profits and 
losses or expenses of different years should be allocated to the years in 
which they accrued. The object of keeping accurate accounts is the ascer- 
taining of the exact facts in regard to the course of a business, so that a 
comparison between different years will show in as great detail as possible 
the variations in cost of goods sold, in selling expense and in general or 
administrative expense, and the consequent rise or fall of the rate of 
profit. 

There is no possible reason for ascertaining the cost of the goods sold, 
for instance, unless the percentage of that cost to the net sales is ascer- 
tained and compared with the corresponding percentages of previous 
years. It is necessary to go further than that, because the cost of the goods 
is made up of several important elements—materials, labor and the various 
items of factory burden or overhead. If a percentage of the total cost is 
the only one used, important information may be overlooked. Material 
may have increased in price, and labor may have cost an approximately 
equal amount less, owing to the introduction of labor-saving machines. 
The total cost will not be affected, but the important variations in material 
and labor will be overlooked. 

It is therefore important that the percentages of the different elements 
of cost to the total cost should be known, as well as the percentage of the 
total cost to sales. It is equally important that all the elements of the cost 
should be accurately stated in regard to the costs of each separate year. 

The effect on comparative annual profits caused by a disregard of this 
principle may be shown by a simple illustration. 

Suppose that the books as closed showed a net profit of $40,000 one 
year, and $35,000 the next year. There is a decrease of $5,000 in the 
apparent profits, although all the conditions pointed to a probable increase. 
Investigation discloses an error of $10,000 in the addition of the inventory 
of the first year, overvaluing it by that amount. The ending inventory 
of the second year is found to be correct. 

An overvaluation of the closing inventory of a period decreases the 
cost of the goods sold and therefore increases the gross and net profits 
of the period. An overvaluation of the inventory at the beginning of a 
period has the opposite effect, increasing the cost of the goods sold and 
decreasing the gross and net profits. The result of the error in the sup- 
posed case therefore is an overstatement of $10,000 in the profits of the 
first year, and an equal understatement of the profits of the second year. 
The true profits of the first year were $30,000 and those of the second 
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year were $45,000—an increase of $15,000, instead of a decrease of $5,000. 
It is therefore plain that the error of $10,000 entna! itself into a difference 
of $20,000 in the comparative results. 

It is a common practice of bookkeepers to correct such errors, when 
discovered in time, by making entries to the debit or credit of profit and 
loss. In the case in point such bookkeepers would have credited inventory 
and charged profit and loss if the error had been discovered before the 
books had been closed the second time, and would have made no entry 
at all if the error had not been discovered until after the second closing. 
As long as the final result is not affected, they ignore the results of the 
separate years. 

The function of the profit and loss account is the recording of the 
results of a business for the current year only. It is an error to make 
any entry in it that does not apply to the year for which the profits are 
being ascertained. 

Any errors, intentional, unintentional or unavoidable, which have 
affected the profits of any year prior to the current one have also affected 
the surplus, into which the erroneous results have been carried. Correc- 
tions of these errors must therefore be made in the surplus account. When 
there are many corrections it is better to open an account with surplus 
adjustments. When all the corrections have been made, the net balance 
of the account is carried to the debit or credit of the surplus account. In 
stating the results of the current year the final table dealing with surplus is 
begun with balance brought from previous year, the amount transferred 
from surplus adjustment account is credited or debited, and a new balance 
is brought down as “true balance from previous year,” before the results of 
the transactions of the current year are entered. 

This treatment will ensure a correct statement for the current year, 
subject to any adjustments that may afterwards be found necessary. It 
does not affect the details of the profit and loss entries of the previous year 
or years. In order to arrive at the actual figures that should have appeared 
in the past, it is necessary to recast the profit and loss statement for the 
year affected. This could be done by reversing all the entries as made 
and by transferring to the different accounts the entries affecting them 
from surplus adjustment, and then by closing the books again with the 
corrected figures. This would seldom be worth while. If the annual 
revenue statement is spread on the journal, enough space should be left 
for the corrected statement, when all the adjustments have been made. If 
a statistical book is kept, the corrected statement, including all the cor- 
rected details and the corrected percentages should be entered in that book. 
In making comparative statements for a number of years the corrected 
figures should be used, not only as to total final results, but also as to 
details. In the supposed case, if the error had been in the inventory of raw 
material, not only would the cost of goods sold have been affected, but 
also the constituent element of that cost, the amount of material used. 

If the correction of profits extends over two or more years, it will be 
necessary to discriminate between errors that permanently affect the sur- 


461 


| | 


The Journal of Accountancy 


plus and those which affect only the profits of the respective years, but by 
being offset in the next succeeding year do not affect the final balance of 
the surplus account. 

If the examination is for the purpose of adjusting the profits and sur- 
plus for two years, it is first necessary to adjust the. surplus at the begin- 
ning. If there are discovered any bad debts that were not then considered, 
and have not since been taken account of, the credit to accounts receivable 
and debit to surplus would represent, not only a correction of the surplus 
at that date, but also a permanent reduction of all subsequent balances of 
the surplus account. 

If a disbursement that should have been charged to plant account for 
entirely new equipment purchased has been charged to repairs and replace- 
ments, the correcting entry of a debit to plant account and credit to surplus 
would represent a permanent increase in the surplus balance. 

If an error has been made in the inventory which entered into the 
closing of the books, by virtue of which the inventory has been stated as 
larger than it really was, the correcting debit to surplus would have to be 
made in order to reach a proper balance in the surplus at the beginning. 
However, as the inventory disappears in the transactions of the succeeding 
year and is replaced by an entirely independent inventory at the close of 
that year, there is no permanent effect upon the surplus. As the excessive 
inventory was credited to profit and loss, and therefore to the surplus 
in the past year, it is charged to profit and loss, and therefore to surplus 
at the end of the next year at the same excessive amount. The excess 
credit to surplus one year is offset by the excess debit to surplus the next 
year, leaving the surplus balance the same as if no error had occurred. 
Therefore, the correcting debit to adjust the first surplus must be offset 
by a correcting credit to surplus the next year. No correction at all 
need be made if the object is merely to adjust the final surplus. The 
correction is made to ascertain the true profits of each year, one year’s 
profits having been overstated and those of the other understated. 

Any errors made in the last year under examination will affect the final 
surplus, but the offsetting corrections can now be made as at the end of the 
year, together with the entries correcting the permanent errors made in 
previous years. As the new year will then start with the correct figures, 
no further entries are necessary. 

Mention has been made of three classes of errors: those which are 
intentional, unintentional and unavoidable. In the first class are those 
errors which are deliberately made in order to swell apparent profits, such 
as the overvaluation of inventories or the failure to set up reserves for 
depreciation or for bad debts. 

Unintentional errors include mistakes in the addition of inventories 
or in the calculation of extensions, the omission of articles from inven- 
tories or the inclusion of the same articles twice. 

Unavoidable errors are those made by overstating or understating an 
expense which has been incurred, but the exact amount of which is not yet 
known. If a concern sells all its goods f. o. b. destination, there are 
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always numerous shipments, that have not reached the customers when 
the books are closed, on which the freight can be approximated only. To 
cover this freight it is necessary to set up a reserve for freight according 
to the best estimate of its amount. When the actual freight on these 
goods is paid it is charged to this reserve. Any final balance in the reserve 
account must be transferred to surplus adjustment account and must not 
be allowed to affect the freight belonging to the current period. 

The following problems and their solutions will illustrate the various 
phases of the subject. 

PRoBLEM 

You are requested to close the books of the Essex Manufacturing Co. 
of New York, as of December 31, 1913. They were last closed by the 
former bookkeeper on December 31, 1912. Upon investigation you find 
that certain expenses are prepaid or accrued, as the case may be, and that 
the former bookkeeper disregarded such items entirely when closing the 
books. You also find certain errors as described hereafter. Submit 
adjusting journa entries in skeleton form. 

12/31/12 12/31/13 


Interest accrued on notes receivable............ 141.50 106.20 
Interest on mortgage payable..........sseseeees 360.00 360.00 
Oil, waste and grease on hand...............005 97.00 132.00 
Factory supplies on hand. ......cccccccccscccces 218.00 218.00 


A few days before you were engaged, an error was discovered showing 
that the inventory of raw materials as of December 31, 1912, should have 
been $2,700 greater. An investigation into the reason for this error’s not 
having been found, when the extensions and footings were checked, dis- 
closed the fact that the extensions and footings of the inventories were not 
verified. This work was immediately ordered to be done and as a result 
an error in the footing of one sheet showed the inventory of finished 
goods to be $4,000 too much. An error was also found in the extension 
of one item of goods in process showing the inventory to be $1,000 too 
small. These errors have not been adjusted. 

J. S. Clarke & Co.’s account was charged off to reserve for bad 
accounts in 1912. On September 16, 1913, $86 (one-fourth of the amount 
charged off) was received and accepted in full settlement of the amount 
due. The bookkeeper credited this amount to profit and loss. 


Solution 
Interest accrued 12/31/12 on mortgage...... 360.00 


Items omitted at Dec. 31/12 
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Raw material inventory, omitted................ 2,700.00 
Goods in process, error extension............... 1,000.00 
Finished goods, error addition.............. 
To correct inventories of 12/31/12 
Interest accrued on notes receivable............ 141.50 
Omitted 12/31/12 
97.00 
Items omitted 12/31/12 


Salvage on J. S. Clarke & Co. credited to 
profit and loss in error 


Closing out adjustment entries. 


4,000.00 


141.50 


833.00 


86.00 


799.50 


NOTE: After making these entries in detail in the sunition adjust- 
ment account, and transferring the balance to surplus, the new surplus 
balance is used in the statement for the current year, with the notation 


that it is an adjusted balance. 
In the closing entries for the current year 
would be the following 


Taxes accrued December 31, 1913.............. $1,406.00 

Interest on mortgage payable, accrued at date.... 360.00 
Accrued accounts 

Accrued accounts 106.20 


For accrued interest on notes receivable 


Oil, waste and grease inventory................. 132.00 
Factory supplies 218.00 


To bring inventories into the above 
operating accounts before closing. 
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PRoBLEM 
You are asked to submit a statement of the profits of a company for 
the two years ending December 31, 1917. No dividends have been paid in 
recent years, and the surplus balance at December 31, 1917, according to 
the books, amounts to $421,000.00, comprising: 


$189,000.00 

$421,000.00 


As a result of your audit the following matters require consideration 
as at the respective dates: 
January 1, 1916: 

Bad debts amount to $12,000.00, for which there is no provision in the 
books. 

Consigned goods (own) are included in the inventory at $120,000.00, 
which are priced at 20% in excess of cost. 

The following liabilities are omitted from the books: 


Material included in inventory..............ssececeeccccceees 3,000.00 
1,700.00 


December 31, 1916: 

Bad debts amount to $9,000.00 not provided for. 

Consigned goods (own) amount to $180,000.00, which are valued at 
20% in excess of cost. 

Liabilities omitted from the books: 
Goods on hand omitted from inventory.................++4+- $8,000.00 

Plant additions, amounting to $9,000.00, have been erroneously charged 
to profit and loss. 

The inventory is found to be overstated by $14,300.00 because of an 
error in recapitulation. 

No provision for depreciation was made on the books, and your cal- 
culations show that $5,000.00 should be provided. 
December 31, 1917: 

Bad debts amount to $11,000.00, for which no reserve is carried. 

Consigned goods (own) amount to $156,000.00, being valued at 30% 
in excess of cost. 

Liabilities omitted from the books: 


For purchase of mew machinery...............ccccceccccceces $12,000.00 


No provision was made in the books for depreciation—you compute 
it at $7,000.00. 

The profits for the year include a credit of $8,000.00 in respect of the 
settlement of a lawsuit arising from transactions of the year 1914. 
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Prepare a reconciliation of the surplus at January 1, 1916, and profits of 
the respective years as shown by the books with the adjusted figures as 
shown by the audited statement. 


Prepare whatever journal entries are necessary to correct the books at 
December 31, 1917. 


Statement of Adjustments in Surplus and Profits and Loss 
January 1, 1916, to December 31, 1917 


Surplus Profit & loss Profit & loss 
at Dec. 31, 1915 in 1916 in 1917 
Balances as stated 189,000 92,000 140,000 
Adjustments at Jan. 1, 
1916 
Bad debts (a) 12,000 
Consignments (b) 20,000 20,000 
Liabilities omitted 
New construction (c) 0 
Material inven- 
toried (d) 3,000 3,000 
Wages accrued (e) 2,400 2,400 
Taxes accrued (f) 1,700 1,700 
December 31, 1916 
Bad debts (a) 9,000 
Consignments (b) 30,000 30,000 
Liabilities omitted 
Goods not in in- 
ventory (c) 0 
Taxes accrued (f) 2,100 2,100 
Plant addition (g) 9,000 
Inventory over (b) 14,300 14.300 
Depreciation (h) 5,000 
December 31, 1917 
Bad debts (a) 11,000 
Consignments (b) 36,000 
Liabilities omitted 
Machinery (c) 0 
Wages accrued (e) 3,200 
Taxes accrued (f) 2,700 
Depreciation (h) 7,000 
Suit settled 8,000 8,000 
Adjusted balances 157,900 67,700 118,500 


197,000 197,000 128,100 128,100 186,400 186,400 


a. Credit accounts receivable. b. Credit inventory. c. No entry— 
affects assets and liabilities, but not surplus. d. Credit accounts payable. e. 
Credit accrued wages. f. Credit accrued taxes. g. Debit plant. h. Credit 
reserve. 

The following journal entries would be necessary to record the adjust- 
ments the accountant should make. An adjustment account is opened 
with each year for the sake of the record, and for that reason also the 
items of each year should be posted to it in detail. Explanations of the 
entries are omitted to save space, as they are obvious. 
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Accounts receivable, for bad debts.............. 
Inventory 1915, for consignments error.......... 
Accounts payable 1915, material in inventory.... 


Accounts receivable for bad debts............... 
Inventory 1916, for consignment error........... 
Inventory 1916, 
Reserve for depreciation 
Accounts payable 1915, for offset...............5.04. 3,000 
Wages accrued 1915, for offset.........-cccccccccces 2,400 
Accounts receivable for bad debts................ 
Inventory 1917, consignment error ............... 
Reserve for depreciation 
Equity in lawsuit, entered as of 1915............ 
Surplus adjustment 
The surplus as per books was...........sseseeceeees 421,000 
Charging the above adjustments...............-.005- 76,900 
True surplus December 31, 1917............c.0eeees 344,100 


12,000 
20,000 
3,000 
2,400 
1,700 


8,000 


9,000 
30,000 
2,100 
14,300 
5,000 


31,100 
24,300 
21,500 


Note. In regard to the charges of $12,000 and $9,000 for bad debts 
in 1915 and 1916 respectively, it is assumed that the phrase, “for which 
there is no provision in the books,” means that these accounts receivable 
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are still on the books, and does not mean that no provision was made 
for them in the respective years, but that they might have been charged 
off subsequently. 

The liabilities omitted each year do not affect the profits or the surplus, 
when they were incurred for actual property not yet included among the 
assets. Therefore no attention is paid to the item of new construction in 
1915 of goods not inventoried in 1916 and of machinery in 1917. The 
omission of the latter item, however, understates the liabilities in the final 
balance-sheet, and an entry should be made 

12,000 
Bonps AND SINKING FuNpDs 


Editor, Students’ Department: 

Sir :—Will you kindly give me the correct entries for the following 
transactions? 

A company issues bonds for the construction of a plant, placing the 
bonds in the hands of a trust company as trustee. The entry for the issue 
of bonds would be as follows: 

Entry No. 1. 
Trust Co.—trustee—bond account. 
First mortgage 5% gold bonds 
Entry to record the issue under date of 
of face value of 
this company’s first mortgage 5% gold bonds. 
The company now sells some of the bonds to the construction company 
for work performed. The entry would be as follows: 
Entry No. 2. 
Construction Co.—purchase account 
Discount on bonds 
To Trust Co. trustee—bond account 
Unearned interest on lst mortgage bonds 
Entry to record the sale to construction 
company under date of —of 
face value of bonds issued and certified by 
trustee as noted in entry No. J. V. No. 
at 80% of their face value and accrued interest. 

A provision cf the mortgage states that the company is to establish a 
sinking fund for the retirement of the bonds at maturity. The company 
complies with this provision and re-purchases some of the bonds at 87, 
whereupon the company makes the following entry upon its books: 

Trust Co. trustee—sinking fund investments 
Accrued interest on sinking fund investments 
To Trust Co., trustee, sinking fund deposits 
Profit realized by purchase of company’s 
5% gold bonds. 
Entry to record the purchase by the company 
of——————face value of the company’s Ist 
mortgage 5% gold bonds at 87% of their face 
value and accrued interest. 

I claim this entry is incorrect, and that the profit the company claims 
should be credited to discount on bonds. 

Discount on bonds is to be amortized at an amount decided by the 
board of directors. 

If you will indicate the correct entries for these transactions it will be 
a favor greatly appreciated. 


Yours truly, 
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If the issue of bonds referred to consisted of $250,000.00 par value, 
maturing in 20 years, bearing interest at the rate of 5 per cent, there are 
two things to be determined: the amount of the annual deposit in the sink- 
ing fund and the effect of the discount on the bonds issued and on those 
purchased upon the profit and loss and surplus entries each year. 

It will be noted that nothing is said about the effect of the discount on 
the sinking fund itself. Theoretically there would be no effect, because 
the requirements of the sinking fund demand that a certain amount of 
securities earning 5 per cent per annum be added to it each year. This 
necessarily means that the deposit should be the required amount, not in 
money but in bonds bearing 5 per cent. Otherwise the deposit will be 
more than the required amount if bonds are bought at a discount and less 
than the required amount if the bonds command a premium. A concrete 
example will show this. 

If the required annual deposit is $7,500.00, to be invested together with 
all interest collected, the deposit of that amount of cash and the pur- 
chase of 5 per cent bonds at 87 would mean the purchase of $8,500.00 
and uninvested cash of $105.00. This is equivalent to the investment of 
the $7,500.00 at over 6 per cent, and if subsequent deposits were also 
invested in bonds at a larger or smaller discount, the sinking fund would 
equal the face of the bonds long before maturity. On the other hand, if 
the bonds commanded a premium of 5 per cent, $7,500.00 cash would 
purchase only $7,000.00 with a cash remainder of $150.00 and the return 
would be only 4.6 per cent. The result would be that the sinking fund 
would not equal the face of the bonds at their maturity, and the require- 
ments of the trust deed would not have been met. 

As the company must provide a sinking fund that will equal the total 
of the bonds at maturity, but is not obliged to do any more, it follows 
that the required deposit is the face of the 5 per cent bonds bought. Any 
saving from buying the bonds at a discount, or loss from paying a premium 
for them is a general profit or loss of the business and does not affect the 
face value of the bonds that must be put into the sinking fund each year. 

This being understood, the next question concerns the amount of bonds 
to be bought each year. In most interest books there is a table which 
gives the necessary data, or if there is no sinking fund table, there is 
one which will show how much $1.00 per annum will amount to at com- 
pound interest for the required number of years. The total issue of bonds 
divided by the accumulated amount of $1.00 per annum will give the 
amount of annual deposit necessary to create a sinking fund that will 
exactly meet the bonds at maturity. 

If a person does not have access to interest tables he can readily make 
the calculation himself. Starting with $1.00, he adds the interest at 5 
per cent for one year, then adds another $1.00 for the contribution of the 
second year. The total of these three items then bears 5 per cent and 
another is added for the third year, and so on. The calculation is carried 
out six decimal points beyond the $1. so as to insure greater accuracy. 
Thus 
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First deposit 1.000000 
Interest one year .050000 
Second deposit 1.000000 
2,050000 
Interest one year 102500 
Third deposit 1.000000 
3.152500 
* * * * * * * 
At the end of the 18th year, the total is 29.539003 
Deposit beginning 19th year 1.000000 
30.539003 
Interest one year 1.526950 
20th deposit 1.000000 
33.065953 
Interest one year 1.653298 
Total end of 20 years 34.719251 


As the total issue of bonds is $250,000, the amount of annual deposit 


required would be found by dividing 250,000.00 by 34.719251. 
$7,200.62. 


This gives 


To make sure of the figures it is best to prove them by showing their 


operations, thus: 


First deposit 7,200.62 
Interest one year 360.03 
Second deposit 7,200.62 

14,761.27 
Interest one year 738.06 
Third deposit 7,200.62 

22,699.95 


If this is continued until 20 deposits are made and 20 interest items 
added, the total will amount to $250,000.00, or so near it as to be practically 


the same. 


The above calculations are all based on the hypothesis that the first 
deposit is made at the beginning of the first year. Practically this would 
never be done. The first deposit would be made at the end of the first, 
the second deposit at the end of the second year, and so on, until the 
twentieth deposit is made at the end of the twentieth. As the bonds run 
20 years, they are then due; therefore there is no interest earned after 
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the 20th deposit is made. In making the table of $1.00, therefore, 20 
deposits of $1.00 but only 19 interest calculations must be included. Leav- 
ing off the last item of interest in our tabulation of $1.00, we have 
33.065953 as the amount of 20 deposits and 19 items of interest. Divid- 
ing $250,000.00 by 33.065953 gives $7,560.65 as the required annual deposit. 

The net procedure to be determined is the treatment of the discount 
on the bonds. When the bonds were originally issued at 80 at 5 per cent 
for 20 years, it means that the effective rate of interest was nearly 6% 
per cent. Not only was the original principal of which the company had 
the use $200,000 and not $250,000, but in addition the discount of $50,000 
must be taken up during the 20 years. If no bond table is available, the 
effective rate may be found by the “cut and try” method. Making the 
calculation at 7 per cent that rate is found to be too large. A rate of 63% 
proves too small, while 67% is found to be a trifle too large, but as near 
as possible unless a rate is used that extends to several decimals. The 
calculation is as follows: 


Original effective principal 200,000.00 

Interest at 674% 13,750.00 

Less coupons paid, 5% on $250,000 12,500.00 1,250.00 
201,250.00 

Interest on $201,250.00 @ 6%% 13,835.94 

Less coupons paid 12,500.00 1,335.94 
202,585.94 


and so on for 20 years. 


The last column does not represent any one account on the books, 
but is the net of the credit account of bonds, $250,000.00, which remains 
constant, and the diminishing debit balance of discount on bonds, as the 
latter account is credited each year with the difference between the effec- 
tive interest and the interest actually paid by the coupons. 

If there are no complications the entry at the end of each year will be 

Bond interest 1,250.00 
To discount on bonds 1,250.00 
the amount each year being changed to $1,335.94 at the second year and 
to the corresponding amount subsequently. 

The debit is to bond interest, since the discount is paid in lieu of interest 
each year. If the bonds had been issued to bear 7 per cent they would 
have sold at par and it would have been necessary to issue only $200,000 
of them. The discount of 20 per cent therefore represents the 2 per cent 
annual interest saved. It is a commutation of that much interest and is 
therefore interest paid in advance. 

Buying bonds at 87 for the sinking fund introduces a complication in 
the treatment of the discount. The annual contribution to the fund, 
$7,560.65, cannot all be made in bonds. Since bonds are seldom issued for 
less than $500 each, $7,500 face value of bonds would be bought, and $60.65 
would be left in cash in the hands of the trustee. Bonds for $7,500 bought 
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at 87 would cost $6,525.00, the discount of 13 per cent being $975.00. This 
is a clear gain, and as it is a gain of discount it is a credit to discount on 
bonds. The entry would be, 


Sinking fund bonds 7,500.00 
To cash 6,525.00 
Discount on bonds 975.00 
The entry charging bond interest would now be changed to read 
Bond interest 275.00 
To discount on bonds 275.00 
To bring discount on bonds to the proper 
amount. 


The amortization of the discount requires that no more than $1,250.00 
be credited the first year. If both the $1,250.00 and the $975.00 are 
credited, the discount will not work out properly at the end. 

If the sinking fund bonds are bought on a coupon date, there will be 
no accrued interest. If the purchase is made some days later there will 
be a smaller amount of interest accrued. This will be paid out of the 
$60.65 uninvested money and charged to sinking fund interest. It will be 
reimbursed when the first coupons are collected and are credited to sinking 
fund interest. 

LecaL Fees Durinc AND CONSTRUCTION 
Editor, Students’ Department: 2 

Sm :—With a company that has constructed a dam across a: river, it 
has been necessary to retain a large legal force to handle peony suits 
coming up from claims that the reservoir and back water have damaged 
property around them. The plant has been operating over four years, and 
we are continuing to charge the monthly retainer to an account “Legal 
expense during construction.” While I know that the handling of these 
claims originally is a just charge to capital, there is a doubt in my mind 
as to how long such a charge should be made, and I will thank you for your 
opinion on the matter. 

Assuring you that this question is of vital interest.to me, and that an 
opinion from you will be highly appreciated, I am 
Your student, 


I understand that the “monthly retainer” is for legal expenses connected 
with claims for damages caused by the construction of the dam. 

All the expenses, legal or otherwise, necessitated by the construction 
of the dam are part of the cost of the work. If all the legal expense had 
been paid before the dam was finished there would have been no doubt as 
to this. The fact that payment was delayed does not alter the situation. 

If any of the legal services are rendered on account of actions connected 
with the operations since the dam was completed, a proper proportion of 
the payments should be charged against operations. 
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Theory and Practice 
Editor, The Journal of Accountancy: 
Sir:—I do not expect that the more experienced accountants will be 
benefited much by perusing this article but I do hope that students and 
beginners will learn something that will add to their knowledge. 


CONSOLIDATED BALANCE-SHEETS 


The theory of consolidated balance-sheets is well established and needs 
no further discussion. Mistakes easily can be made in their preparation 
and constant care should be exerted to avoid them. In solutions of the 
following problem, given in the Illinois, 1913, examination, I think, Pro- 
fessor A. E. Andersen, Mr. H. A. Finney, Mr. David Himmelblau and Mr. 
Seymour Walton show the combined goodwill at $1,530,000. The date of 
the write-up of the S. B. investment by the L. W. Co. determines whether 
the combined goodwill is $1,530,000 or $1,630,000. Professor Andersen 
says that he assumed that the write-up occurred after Jan. 1, 1912. Mr. 
Finney says that the time does not matter. Mr. Walton ignores the time 
and makes a grave mistake in the application of the $100,000 dividend 
from the L. W. Co. on the books of the parent company. 

PROBLEM 

From the following three trial balances prepare a consolidated balance- 
sheet as at December 31, 1912, in the form you would draw it up for 
presentation to the stockholders of the parent company (the Safety Razor 
Company) showing as separate items therein (a) the total goodwill of 
the combined companies; and (b) the net profits accruing to the new cor- 
poration, viz., to the Safety Razor Company. 


Safety Razor Company 
Trial Balance at December 31, 1912 
Preferred stock $1,500,000.00 
Common stock 1,500,000.00 
Investments in subsidiary companies—4,000 
shares of stock of L. W. Co. and 4,000 
shares of stock of Steel Blade Co., both of 


$100.00 each at cost 2,500,000.00 
Accounts payable 20,000.00 
Dividends from subsidiary companies 100,000.00 
Administration expenses 25,000.00 
L. W. Co. current account 100,000.00 
Steel Blade Company advances 150,000.00 
Cash 270,000.00 
Organization expenses 75,000.00 


$3,120,000.00 $3,120,000.00 
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L. W. Company 
Trial Balance at December 31, 1912 
Properties and plant 325,000.00 
Goodwill 250,000.00 


Investment in Steel Blade Co.—2,000 shares 
of a par value of $100 each cost $300,000.00 400,000.00 


Inventories 250,000.00 
Receivables 195,000.00 
Cash 90,000.00 
Capital stock (4,000 shares) 400,000.00 
Accounts payable 125,000.00 
Steel Blade Company 175,000.00 
Surplus (includes $100,000.00 added to book 

value of investment in Steel Blade Co.) 710,000.00 
Safety Razor Co. 100,000.00 


$1,510,000.00 $1,510,000.00 
Steel Blade Company 
Trial Balance at December 31, 1912 


Goodwill $50,000.00 
Property and plant 325,000.00 
Inventories 190,000.00 
Receivables, general 105,000.00 
L. W. Company 195,000.00 
Cash 10,000.00 
Capital stock (6,000 shares) $600,000.00 
Accounts payable 90,000.00 
Safety Razor Company 150,000.00 
Surplus or deficit 35,000.00 


$875,000.00 $875,000.00 

In the preparation of your consolidated balance-sheet be guided by the 
following assumed facts: 

1. That the Safety Razor Co. was formed on March 28, 1912, and 
acquired its stock ownership in the two subsidiary companies, as shown in 
its trial balance on April 1, 1912. 

2. That at January 1, 1912, the L. W. Company had a surplus of $605,- 
000.00 and the Steel Blade Company a deficit of $50,000.00. 

3. That no inventory was taken of either the L. W. Company of the 
Steel Blade between January 1 and December 31, 1912, the business of the 
companies being continued without interruption notwithstanding the change 
in ownership of the capital stock as indicated above. 

4. That prior to December 31, 1912, the L. W. Company declared a 
dividend of $100,000.00 payable to the parent company which was duly 
taken up on the books of both companies, being passed through the current 
accounts and charged against the surplus of the L. W. Company prior to 
December 31, 1912. 
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5. That the differences in the current accounts between the Steel Blade 
Company and the L. W. Company represents as to $10,000.00 merchandise 
in transit, and as to the remaining $10,000.00 a charge for rental of ware- 
house for the last six months of 1912, which has been credited to the rent 
account on the books of the Steel Blade Company. 

6. That it is estimated on reliable authority which may be accepted as 
final that from January 1, to March 31, 1912, the net profits of ithe L. W. 
Company amounted to $30,000.00 while during the same period the Steel 
Blade Company lost $15,000.00. 

Attach your consolidating working papers to the consolidated balance- 
sheet you prepare. 

+ + * * * * * * + * 


As the problem does not say when the write-up occurred we have to 
use our imagination. It does say that at Jan. 1, 1912, the L. W. surplus 
was $605,000 and that the net profits to March 31, 1912, were $30,000. Isn’t 
it against reason that L. W. wrote up the investment between January 1 
and March 31, 1912, in the face of S. B. Company’s loss of $15,000 during 
that period? Certainly L. W. could have gained nothing, because only 
$30,000 profits were recognized. It appears to me that the only logical 
assumption is that the write-up occurred prior to Jan. 1, 1912, and is 
included in L. W. Company’s Jan. 1, 1912, surplus of $605,000. Any solu- 
tion of this problem should state the assumed time of the write-up. 
Assuming that it occurred prior to Jan. 1, 1912, the parent company 
acquired as at March 31, 1912. 


L.W.Co. S.B.Co. 


Capital stock $400,000 $600,000 

Surplus 635,000 

Deficit 65,000 
Total $1,035,000 $535,000 


The nature of the assets would be shown by this tabulation. 
Inter-company 


L. W. S. B. elimination Combined 

Goodwill $250,000 50,000 $300,000 
S. B. investment 400,000 400,000 

Other assets 385,000 485,000 870,000 

Total $1,035,000 $535,000 $400,000 $1,170,000 


The parent company paid $2,500,000, so it acquired additional goodwill 
of $1,330,000, making the total goodwill $1,630,000. 

Mr. Walton shows a goodwill of $1,530,000, so he is estopped from 
claiming that he assumed that the write-up occurred prior to Jan. 1, 1912. 
And then he makes a grave mistake. On the books of the Safety Razor 
Company (the parent company) he credits the $100,000 dividend from the 
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L. W. Company to surplus. He accepted the Jan. 1, 1912, surplus of 
$605,000 as real; so he had to assume that the write-up occurred after Jan. 
1, 1912. A simple tabulation will show that upon this basis between April 
1 and Dec. 31, 1912, L. W. Company made profits of only $65,000. 


L. W. Co. 

Surplus, Dec. 31, 1912, $710,000 
Deduct write-up 100,000 
Adjusted surplus $610,000 
Deduct rental 10,000 

$600,000 
Add dividend paid 100,000 

$700,000 
Deduct surplus at March 31, 1912 635,000 


Net profits April 1 to Dec. 31, 1912, $65,000 


Therefore on the books of the parent company only $65,000 of the divi- 
dend would be credited to surplus; $35,000 would be credited to the 
$2,500,000 investment account. To credit the whole $100,000 as — and 
to claim goodwill of only $1,530,000 is a contradiction. 


UNREALIZED PROFITS 


It is well known that unrealized profits should not be carried into 
profit and loss account, but in practice do accountants always perceive the 
unrealized profit? The following problem offers an excellent illustration 
of unrealized profits that were considered as earned. Undoubtedly the 
problem was originated for the sole purpose of testing the candidate’s 
knowledge of adventure accounts and I hazard the guess that the origi- 
nator had no idea that it raises the question of unrealized profits. 


PROBLEM 


Two merchants, C. F. Munton and W. A. Spencer, agree to share 
equally in a joint adventure in trade to the West Indies. 

On March 1, 1907, they charter a small vessel and purchase and ship 
materials which cost them $197.00, for which Munton gives his cheque. 

This cargo they consign to John Smith, their agent at Havana, which 
he disposes of, and in return ships on board the same vessel 4,000 cases 
of commodity A and 100 cases of commodity B; and he draws on Munton 
at sight for $125.00, this being the amount of the agent’s charges and dis- 
bursements over and above the net proceeds of the cargo consigned to him. 
Munton accepts and pays the bill. On April 1st, the vessel arrives, where- 
upon Munton pays sundry charges of $337.50. Spencer pays the freight, 
amounting to $493.00. On April 4th Munton sells 1,000 cases of com- 
modity A to Henry Chamberlain for $239.58, and collects $150.00, and on 
April 10th Spencer collects the rest. 
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| About this time Mr. Spencer happens to have occasion for 1,400 cases 
f ; of commodity A, which he takes on April 14th, and with Munton’s consent 
values at $291.66. He also takes 10 cases of commodity B, valued at 

$47.50. Munton sells the other 1,600 cases of commodity A on April 20th 

zs to John Walters for $383.33, and a month after accepts $382.50 in full pay- 


ment. 
| Mr. Munton next sells on April 25th the other 90 cases of commodity 
B in barter for 30 cases of commodity C, which he and Spencer divide 
equally between them. 
The goods being thus disposed of, Munton presents his bill of charges, 
which comes to $22.66, and desires to have accounts stated between Mr. 
| Spencer and him. 
You are required to give the ledger accounts of the joint adventure, 
recording the foregoing transactions as follows: 
} Joint adventure account, 
C. F. Munton 
W. A. Spencer 
Henry Chamberlain 
John Walters 
and also W. A. Spencer’s account in C. F. Munton’s ledger, showing his 
joint adventure with W. A. Spencer. 


* * * * * * 
As we are considering only the profits it is sufficient to show only the 


JOINT ADVENTURE ACCOUNT. 


| (W. A. Spencer and C. F. Munton) 

Material $197.00 Chamberlain $239.58 

Draft 125.00 Spencer 339.16 

Sundries 337.50 Walters 383.33 

Freight 493.00 Spencer 213.75 

Discount 83 Munton 213.75 
Munton’s charges 22.66 
Spencer, % profit 106.79 
Munton, % profit 106.79 

$1,389.57 $1,389.57 


No particular knowledge is required to arrive at the above result and 

any good bookkeeper ought to be able to solve the problem down to this 

’ point. The accountant should perceive the actual facts and point out that 

while Spencer took 1400 cases of commodity A at about three cents per 

case less than Chamberlain and Walters paid for it, it is hardly probable 

that he got it at cost. Spencer also took 10 cases of commodity B, valued 

at $47.50. Then the 30 cases of commodity C apparently were valued at 

t $427.50, but we do not know if this is the original cost or the market value, 

and we do not know if to Spencer and Munton commodity C is raw 
material or finished product. 
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Spencer should have taken the goods at or near market value, and very 
likely he did; but if he did not Munton does not make a profit on the 
goods he takes, and Spencer does not make a profit on the goods Munton 
takes, and Munton sacrifices profits on all goods taken by Spencer in excess 
of his own takings of similar goods. 

If the goods were taken at market value, Spencer is crediting profits 
on goods taken by himself, and Munton is crediting profits on goods he 
took, and the goods taken by each are valued at the market price on the 
books of each, and the anticipated profits on those goods are included in 
the $106.79 credited by each as their net profits. 

If to Spencer and Munton the goods are raw materials the supposed 
profits would be considered as profits only for adventure statistics, and 
should be treated as a reduction of the cost of the material. 

The question of unrealized profits is the most important part of the 
problem and a solution without a discussion of it ought not to be con- 
sidered correct. 


CEMETERY AND LAND ACCOUNTS 


No doubt it is well known that the property set aside by cemetery and 
land companies for parks, streets, garden houses, stations, etc., should be 
charged to general property account, but I do not know of anyone saying 
what eventually is to be done with it. When about all of the lots have 
been sold it will be found that the general property cannot be realized. To 
provide for this eventuality the general property should be recognized as 
a wasting asset and as each lot is sold general property reserve credited 
with an equitable portion. 


ACCOUNTS 


It is well settled that the only safe method is to carry all contracts at 
cost until completed and accepted and that no profit should be taken in 
the meantime. However, if at the closing period the contractors insist 
upon crediting the pro rata profits and all reasonable contingencies have 
been provided for, I don’t see how the accountant can refuse to assent 
but he must clearly state them as pro rata profits. 

If a withdrawing partner demands his share of the pro rata profits 
and it is decided to pay him, then, while the pro rata profits are figured 
on the cost up to that time, it is well to point out that if material on hand 
is not considered, the settlement probably will be inequitable. If material 
was purchased shortly before the partner withdrew, and is not paid for 
and is unused, it would certainly seem unjust to the remaining partners 
for the withdrawing partner to receive profits on its cost. On the other 
hand if the material had been purchased a long time and had been paid 
for it would seem unjust to the withdrawing partner not to allow him 
profits on its cost. The accountant should perceive all the possibilities and 
explain them to the partners and request instructions. 

If in addition to work by the contractor’s own force, a sub-contract has 
been let and payments thereupon made on a percentage basis I think the 
accounts are best presented on the balance-sheet in this manner : 
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(Credit) 
Blank contract $100,000 
Actual cost to date $62,000 
Contingent liability 
upon sub-contract 8,000 70,000 
$30,000 
Sub-contractor Smith— 
Percentage retained 2,000 
Contingent liability 8,000 10,000 
$40,000 


If pro rata profits are paid to a withdrawing partner the amount should 
appear as a deduction from the contract, not because the liability there- 
upon is diminished but because the expected profits being included in the 
contract price that amount had been distributed. 


INITIATION FEES 


Authorities tell us that membership fees and initiation fees are a source 
of profit to a club, but are not usually considered operating profits. Mr. 
Seymour Walton goes so far as to say that if a club is sufficiently pros- 
perous to afford it they should not be credited to profits at all but should 
be considered capital receipts which should be used to pay for the club 
property or to redeem bonds. He apparently says that the financial con- 
dition determines the accounting treatment, but of course he does not 
mean that. Undoubtedly he will agree that the purpose of the fee deter- 
mines the treatment. If for the purpose of obtaining money with which 
to purchase club property, or to retire indebtedness, or to create a reserve, 
or for other particular purposes, the fees are not operating profits in any 
sense but are donated surplus. I see no reason at all why the fees do not 
become operating profits after the particular purpose has been achieved. 
If property were purchased the repairs, renewals and depreciation would 
be operating charges and the fees should be treated as operating income 
to offset those charges. 

If in the administration of the affairs of a club and the conservation of 
its finances, the governors do not anticipate all reasonable expenses and 
provide for income enough to defray them we can well let the financial 
condition influence us in determining the purpose of the fees. If the 
condition is strong we can argue that the dues and other income were 
expected to provide for all operating expenses and that the fees were for 
some particular purpose. If it is weak we can argue that it was planned 
that the fees were to be considered operating income. But it is easily 
possible for the financial condition to indicate one treatment and the 
known purpose demand the other. If the governors did plan for such 
income and included the fees in the estimate the fees are operating income. 
If they did not include the fees the fees are surplus donated for some 
particular purpose. 
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Mr. Walton incorrectly uses the term “capital receipts.” Mr. H. C. 
Bentley correctly defines capital receipts as being money or other evidences 
of value which are caused by the creation of or addition to fixed liabilities, 
or the reduction of or realization on fixed assets. Initiation fees are not 
capital receipts—they are either profits or donated surplus. 

Yours truly, 
JosEPH RosBINsoN. 


V. Marvin Womack and James R. Harper announce the formation of 
a partnership under the title of Womack & Harper, 1516 Hurt building, 
Atlanta, Georgia. 


It is announced that the firm of Whittlesey, Myer & Wythes has been 
discontinued. Willis S. Whittlesey and H. A. Wythes continue practice 
under the firm name of Whittlesey & Wythes at 30 Church Street, New 
York, and George W. Myer will continue practice at 60 Wall Street, 
New York. 


Edward Clifton Smith announces the removal of his office to the 
Johnston building, 30 Broad Street, New York. 


Rankin & McAlpine announce the removal of their offices to suite 805, 
American Exchange National Bank building, Dallas, Texas. 


Arthur Young & Co. announce that on November 15, 1918, the follow- 
ing became partners in the firm: Charles Judson, Thomas H. Clarke and 
W. D. McGregor. 


Francis Oakey announces the opening of an office at 61 Broadway 
under the firm name of Francis Oakey & Co. 


Arthur Young & Co. announce that Frederick G. Colley has become a 
partner of the firm as of October 10, 1918. 


| 
A ‘ 
| | 
¥ 
| | 
a 
| 
480 
> 


THE JOURNAL OF ACCOUNTANCY I 


OR five successive years, 1914 to 1918, students of the Walton 
Course under Seymour Walton won medals in the Illinois C.P.A. 
Examination—four gold and one silver. 
Highest honors in May, 1918, Alberta, Canada Chartered Account- 
ants Examination went to a Walton man. 
Walton students stood first in the list of honor men in the May, 1917 
and May, 1918 examinations for associate membership in the Amer- 
ican Institute of Accountants. 
The first woman who passed the Illinois C. P. A. examination—in 
November, 1917— was a Walton graduate. 


Results count! 


at No stronger evidence of the worth of Walton training could be offer- 
ed. We stand squarely upon our record—upon what we have done 
for our students. 


Correspondence Instruction 


We offer by correspondence the accounting and law courses which 
trained the men who won these honors and prizes—courses en- 
dorsed by leading members of the accounting profession and by 
accounting educators. 


Chicago and New York Evening Schools 


For full information and bulletin in regard to resident instruction 
address W. H. Harrison, Secretary, 358-368 Peoples Gas ag = 
Chicago, or Harold Dudley Greeley, C.P.A., Resident Manager 71 
Singer Building, New York City. 

A postal will bring our interesting book. Address the 


WALTON SCHOOL OF COMMERCE 
Seymour Walton, A. B., C. P. A:, Dean 
|. Porter Joplin, C. P. A., Pres. Charles H. Langer, C. P. A., Vice-Pres. 


358-368 Peoples Gas Bldg. Chicago, Illinois 
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BLANK BOOKS 


HE FINAL AUTHORITY on the value of an article is the man who 
uses it, day by day, month after month. And he is the man who is order- 


ing and re-ordering National Blank Books in enormous quantities to-day— 
the accountant, bookkeeper and recorder. He knows from experience that 
Nationals are the ‘Utmost in Value’’— that the remarkable range of styles 
and prices covers every known recording requirement, and that durability and 
convenience are unfailingly present in every National book. With a foundation 
of National Blank Books, the recording equipment can expand ‘logically and 
smoothly—without delay, inconvenience or interruption of work. Such scien- 


tific records are the basis of profitable and permanent business-building. 


Write to the Factory at Holyoke for a Descriptive Folder 
of Ring Books and Binders. It gives sizes and prices, 
and the various rulings supplied in filler sheets. 


NATIONAL COMPANY 


EEE DUND AN 


HOLYOKE, MASS. 
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Advance Orders NOW 


more in five minutes about 
out for yourself in a week. 


Will provide definite pointers on doubtful items. 


and vague abstractions. 


The New 1919 Income Tax Procedure 


Will illustrate effectively how your return must be made out. 
Will give you in everyday English specific advice about each item of the return. 


Will indicate where there are possibilities of. needless overpayments. 


And will do it all without making it necessary for you to digest a rapidly 
accumulating mass of Treasury rulings, Court decisions, legal arguments, 


ncome Tax Procedure 


in disentangling involved legal or accounting difficulties, 
without neglecting more obvious features. His practical 
knowledge of accounting enables him, also, to explain 
and effectively illustrate the best methods of meeting 
the requirements of the law. 


Where-You-Want-It Information 


The systematic plan of former years will be followed 
and accountants and others who have tax returns to 
fill out will find it full of just-where-you-want-it infor- 
mation. Related matters will be brought together, 
Treasury Department rulings collated and each put 
in its proper place. A supplement bringing these rul- 
ings down to the latest possible date will also be sent 
free to all purchasers of the book. A copious index will 
add to the convenience and value of the manual. 


Will Be Ready 


The volume will be published as soon after the law is 
passed as possible and the supplement will be issued so 
as to include latest a and yet be in time to facili- 
tate preparing returns. The price will be $6.00. 


Send in your advance order NOW 


You are not in any way obligated by do- [5 
ing so. Unless you are perfectly satisfied 


with the book after an examination, you FR. 
on 


Press Comments on Preceding Manuals 


“The most practical working com- 
pendium of the Income Taxes that the 
reviewer has seen. Perhaps it is not 
saying too much to express the opinion 
that Mr. Montgomery’s books are des- 
tined to become the standard works on 
Income Tax Procedure, for it is to be 
hoped that the author will put out new 
editions whenever the laws are mater- 
ially changed by Congress.”—Univ. of 
Pa. Law Review. 

* * = 

“The volume is one which will be of 
the greatest possible assistance to the 
accountant, the corporation official, and 
the individual taxpayer.”"—The Journal 
of Accountancy. 

* * * * 

“His suggestions as to accounting 
procedure in the handling of transac- 
tions as to which there are often al- 
ternative methods open to the account- 
ant, particularly valuable.”— 
Bulletin of National Tax Assn. 


“Tt seems probable that the taxation 
of incomes will continue for a long 
period; and until it ceases, or the law 
authorizing. it is better understood, this 
work must be indispensable in the prep- 
aration of returns and to save needless 
overpayments.”—Literary Digest. 


Dept. 52, THE RONALD PRESS CO., 


20 Vesey Street, New York. 
Please send me, as soon as ready, 


y’s “Ine 


need not keep it. Simply fill in and mail 
the coupon TODAY. 


Each order will be numbered as received 
and will be filled exactly in same sequence. - 


J days’ approval. Price $6.00. 


| Business Firm 
; or Reference 


a copy of Robert H. 
e Tax Procedure, 1919,’ on five 
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‘THE BACKBONE OF ANY COST SYSTEM 


The Purpose of 
a Cost System 


is to disclose actual facts 
regarding production. 


It is ridiculous to spend hundreds 
of dollars developing a cost sys- 
tem if its very foundation is built 
on quicksand. 


If your workmen, or even clerks, 
distribute their TIME chargeable 
to jobs or operations with a pen- 
cil, usually at noon or at the end 
of the day, you do not get true 
costs, but rough approximations. 


Misleading information is 
dangerous. 


It’s a generally recognized fact 
that to secure accurate labor costs 
the original time-on-the-job record 
must be made mechanically. Such 
a TIME RECORD not only de- 
termines the amount of labor 
chargeable to the job, but also its 
proportion of overhead expense, 


It is the vital part of your 
Cost System. 


This cut illustrates a 
combination day work and 
piece work ticket. Note the flex- 
ibility a the Stromberg System which 
permits the decimal recording of TIME 
on successive and interrupted operations on a single ticket— 
a saving of two tickets with attendant duplication of writing, 
figuring and handling. 


Stromberg Time Recorders for Cost Keeping 


have been designed especially to fit all schemes of 
cost keeping, including piece work, bonus or pre- 
mium, hour rate, or machine time, and to furnish 
a scientifically correct record of the time to be 
charged to the job. Their installation means me- 
chanical precision versus the human element. They 


are THE BACKBONE OF ANY COST SYSTEM. 


Let us explain their application to your particular 
conditions. Drop us a line today. There is ab- 
solutely no obligation. 


MANUFACTURERS OF 


Automatic Time System Apparatus; Self-Winding Master Clocks; Secondary Clocks; Office Time Stamps; 
In and Out Employees’ Recorders; Program Instruments; Time Recorders for Cost Keeping; 
Indicating and Signaling Instruments for Processes, etc., etc. 


Write for Booklet A. J. Represented in All Principal Cities 


STROMBERG ELECTRIC CO., CHICAGO 
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American Institute of Accountants 


List of Officers, Members of Council and Committees 


1918-1919 
OFFICERS 
Waldron H. Rand, 101 Milk Street, Boston, Mass. 
Vice-Presid { Charles S. Ludlam, 30 Broad Street, New York 
/ E. G. Shorrock, 625 Central Bldg., Seattle, Wash. 
dane .... Adam A. Ross, Morris Bldg., Philadelphia, Pa. 
\. P. Richardson, 1 Liberty Street, New York 


MEMBERS OF THE COUNCIL 


For five years: For three years: 
W. Sanders Davies.................. New York Florida 

For four years: For two years: 

J. Edward Masters.............. Massachusetts Doster Illinois 
Robert H. Montgomery.............. New York Louisiana 
For one year: 
Hamilton Corwin................ New Jersey Overton S. Meldrum................. Kentucky 
Destvam D. Missouri Willem Watas... New York 
. 
Boarp oF EXAMINERS 

For three years: For two years: 

For one year: 

Arthur W. Teele, Chairman......... New York 

AUDITORS 

Henry C. Magee....... New Jersey Chastes New York 


| 

N 

a 

nd 

ch 

{E 

| 

of 

| 

| | 

ir 

| 


THE JOURNAL OF ACCOUNTANCY 


COMMITTEES 


EXECUTIVE COMMITTEE 


Che President, Chairman........Massachusetts W. Sanders Davies, . New York 
COMMITTEE ON PROFESSIONAL ETHICS 


Selected Business Books 


N addition to a complete stock of our own publications we have on 

sale at the retail ofice of The Ronald Press Company, Room 710, 

20 Vesey Street, New York City, a number of business books selected 
from the lists of other publishers. 


When in the vicinity it will pay you to drop in and look over these 
representative titles. 
Open on business days, from 8.45 A. M. to 5.30 P. M. 
Saturdays, from 8.45 A.M to 8 P. M. 


The Ronald Press Company 
20 VESEY STREET, NEW YORK CITY TELEPHONE BARCLAY 5093 


DUTIES OF THE JUNIOR ACCOUNTANT 


W. B. REYNOLDS foe F. W. THORNTON 
Published under the Endowment Fund of the American Institute of Accountants. 


THIS book consists of articles which appeared in the September, October and 


November issues of The Journal of Accountancy. together with much addi- 
tional matter prepared by the authors. 


It is particularly timely and will be found of much service to accountants during 
the present rush. 


It tells the junior accountant exactly what to do and when to do it. 
The volume consists of 102 pages and is of convenient size. 


Tue American Insrirute of AccoUNTANTS, 
1 Liberty Street, New York. 
GENTLEMEN: 
Enclosed find §.............. for which send copies of “Duties of the Junior 
Accountant,” at $1.00 a copy, to the following address: 
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JUST PUBLISHED 


RONALD 


Flexible leather binding 


Outiine of Chapters 


Cost finding and its functioas. 
Elements of cost. 

General methods of cost finding. 
Departmental and product classifica- 
tion. 

Factory orders. 

Material and material reports. 

Wage systems. 

Labor reports. 

Departmental application of overhead. 
Depreciation and maintenance. 
Distribution of factory overhead. 
Factory overhead and reports. 
Methods of reporting production. 
Cost sheets. 

Stock records. 

Charging factory expenditures. 

Transfers within the factory. 
Crediting the factory. 


General accounting and control of fac- 
tory accounts. 


Factory ledger accounting. 

Financial and factory statements. 

Merchandise inventory and the method 
of taking it. 

Plant asset records. 

Devising a cost system. 

Examination of a plant. 

Method of starting a cost system. 
Simple cost systems. 

Estimating costs. 

Uniform cost methods. 

Governmental recommendations. 

Treatment of material and labor items. 
Expense and miscellaneous items. 


Examine It Free! 


An ENTIRELY NEW manual on 


Cost Accounting 


By Major J. Lee Nicholson, C.P.A. 


Cost Accountant, U. S. Ordnance Department, 


and 


John F. D. Rohrbach, C.P.A. 


Lecturer on Cost Accounting, Columbia University 


An entirely new and practical manual on cost ac- 
counting methods, including those in use in plaiuts 
under lederal supervision, the Cost-Plus basis, &c.; 
with an authoritative interpretation of the govern- 
ment’s views on allowable costs and depreciation rates. 


“Cost Accounting—Theory and Practice” 


covers the entire subject of costs, gives a thorough 
presentation of its tremendous developments, greater 
in the war years than in all the years preceding them; 
its functions, methods, and elements; cosc finding; 
handling material and labor; distribution of expense ; 
control of costs and factory records; inventory and 
plant valuations; simplified methods, &c. 


It treats with especial emphasis the highly important 
subject of Depreciation, and gives a detailed account of 
the Cost-Plus Contract basis, necessitated by manufac- 
turers’ inexperience in many products demanded by the 
government, the need for speeding, and for economy of 
labor and material. 


Major Nicholson is one of our foremost authorities 
on Cost Accounting and John F. D. Rohrbach is a spe- 
cialist in both its practice and its teaching. 


The book is entirely practical, containing nothing that 
has not met with complete success in actual operation. 


Examine It Free 


The Ronald Press Co., Dept. 49, 20 Vesey Street, New York 


Send me a copy of “Cost Accounting—Theory and Practice” for 
five days’ inspection. If I am satisfied with it I will remit the 
price, $6.00; otherwise I will promptly return the book. 


Reference 
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The John Wanamaker Store, Philadelphia. One 
of the largest, one of the busiest, one of the most 
perfectly conducted department stores in the world. 


The Grand Court in the Johr Wanamaker Store, 
Philadelphia. Thousands of merchants visit this ar- 
cade every year to see how business is being handled. 
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more National Cash Registers 
meet the present-day 
shortage of help. 


Mr. Wanamaker says: 


“A large number of people have been taken out of 
the big stores. The men have enlisted. The women 
have gone into Red Cross work and nursing. 


“We are able to fill some of their places with improved 
cash registers. [his frees many persons for war work.” 


Mr. Wanamaker’s statement that 
cash registers save labor, is based 
upon critical investigation and 
upon experience with N. C. R. 
Equipment extending over many 
years. 


His recognition of the labor- 
saving qualities of modern Na- 
tional Cash Registers is plainly 
shown by a contract he has just 


placed for nearly $100,000.00 


worth of machines. This order 


calls for 100 of our latest model 
clerk-wrap registers. It is the 
largest single order ever placed 
with us for one store. 


The high character of Mr. Wan- 
amaker’s stores, the careful tests 
made by his executives, and the 
size of his orders, combine to 
make his personal endorsement 
extremely important to other 
merchants struggling with the 
present-day shortage of help. 


The National Cash Register Company, Dayton, Ohio 


Offices ins all the principal cities of the world 
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ENUS 
PENCILS 


set the standard by which 
all pencils are judged. 


he VENUS leads 

areincomparably 
smooth, even and 
precisely tempered. 
VENUS is the per- 
fect pencil for your 
calculations and 
writing. 


17 black degrees 
6B softest to 9H hardest 
and 3 copying 


Don’t take the first 
pencil offered to 


you. Choose VEN- 


largest 


me US and get the de- 
grees that are best 
the world. for your work. 


14c Offer 
Send in 


stamps for;3 
trial samples. 
After you find 
how perfect they 
are, buy VENUS 
regularly of your 
dealer. 


American Lead Pencil Co. 


230 Fifth Avenue Dept.A New York 
and Clapton, London, Eng. 


To 


Accountants 


Why not recommend The 
Journal of Accountancy to 
your friends—students, ac- 
countants, and all who are 
interested in the uplift of the 


accountancy profession. 


Everyone who is interested 
in accounting should sub- 


scribe. 


We are doing our share to 
put accountancy on a plane 


with other professions. 


Are you doing yours ? 


Published Monthly by 


The Ronald Press Co. 
20 Vesey St., New York City 
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There is one army more powerful than all the 
cannon on earth! It is behind the counters of 
the retail stores of this country. 


Are you in command of part of it, 
you owner, manager or director of a 
retail business ? You certainly are and 
you must launch it against the Powers 
of Evil now intent upon the destruction 
of everything worth your while as a 
business man. 


SELL WAR SAVINGS STAMPS 


Money will win this war and nothing 
else will. Valor without equipment is 
of no avail. Strategy without strength 
is of no avail. Money loaned our 
Government will assure them all for 
our armies — ships, guns, munitions, 
food, clothing, medicine, hospitals. 


Give the order. Your salespeople will 
do the rest. They are fighters every 
one. They couldn't be soldiers in the 
greatest army in the world if they 
were not — the army of retail sales- 


people. 
PIONEER DIVISION 
National War Savings Committee 
Ws. 51 Chambers Street, New York 
Space donated by 
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Pencils and 
flannel suits 


You cou/d wear awhite 
flannel suit in zero 
weather—but why 
should you? And why 
should you use in your 
work any pencil other 
than that precisely suited 
to your requirements? 


offers, among its 17 degrees, a 
pencil that fits your individual 
needs, just as if it were made 
for you—a pencil so responsive, 
so delightful to use that you 
will notice at once a great dif- 
ference in the ease and speed 
of your work. 17 degrees— 
9H (hardest) to 6B (softest); 
HB (medium) for general work. 
Whichever grade suits you 
now will suit you always, for 
each degree is always uniform. 


Write now on your letter head 
Sor free full-length samples — 
also our grade chart showing 
the uses of the 17 degrees. Please 
state the nature of your penci 
and your dealer’s name. 


JOSEPH DIXON CRUCIBLE CO. 
Dept. 117-J JERSEY CITY, N. J. 


(ued Sulmesp sajsew SNOxia 


Canadi Established 


A.R. MacDougall & Co.,Ltd., Toronto, Ont. 


COST ACCOUNTING 


For MEN and WOMEN 


Our course in Cost Accounting is 
designed to prepare men and women 


for work as cost accountants, so much 
in demand just now by the Govern- 
ment. 


Other courses include Accountancy, 
Auditing, Business Law, and Special 
Post-Graduate Problems preparing for 
C. P. A. Examination. 


Send for catalog. Personal service 


of R. J. Bennett, C. A., C. P. A. 


Bennett Accountancy Institute 
261 Farragut Street, Philadelphia, Pa. 


Have You These Back 
Issues ? 


1907— May 1918—April 
1915— March July 
1916—July August 
1917— January September 
November October 
If returned on or before December 15th, 1918, 


25 cents will be paid for every perfect copy received. 


THE JOURNAL OF ACCOUNTANCY 
20 Vesey Street, New York City 


ANALYSIS PAPER 


Buff and White—Four grades— 
4 to 28 columns wide, in variety 
of styles, always carried in stock, 
padded or loose. 


Send for price list and samples. 


L. H. BIGLOW & COMPANY, Inc. 


62 BROAD STREET 
NEW YORK 
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Now that the armistice is signed 


our duty is to prepare ourselves to handle the big problems which 
are arising, and which will continue to arise, out of the recon- 
struction period. 


The great banks and commercial houses are pleading for men 
who KNOW Accounting, Foreign Trade, Finance, and Commer- 


mercial Law— 


New York University, 

School of Commerce, 

Accounts and Finance 
is prepared to give instruction to men and women in the above 
courses, beginning February 3rd. Enrollment begins January 


Ist. Seats are assigned in order of enrollment. Write, call or 
phone, immediately for Bulletin No. 1212. 


Secretary, 


New York University School of Commerce, Accounts and Finance 
32 Waverly Place, New York City On Washington Square 


The illustration shows the Pony Special 
—a machine so light in weight that it 
can be easily moved from desk to desk. 
Size 8 x 12 inches, and weighing 12 
Ibs., it is the ideal machine for the 


Accountant's use. Practically Noiseless. 


OAKLAND, CALIF. 


Or Eastern— 
C. H. MARCHANT, Drexel Bldg., Philadelphia, Pa. 


The Greatest Speed 


Thousands of Accountants have been shown shorter and 
easier methods of working their special calculations. The 
actual proof of the method or machine is the time taken to 
perform the operation. The records and methods of the 
Marchant Calculator speak for themselves. Note the ex- 
ample below: 
PERCENTAGE CALCUL 4 TIONS 
125.00 041369 


250.45 082886 
1255.55 415525 
650.35 215234 
740.25 244986 
3021.60 7.000000 


What percentage is each amount to the total sum?— 
Calculated on the Marrhant by using the reciprocal method 
in 45 seconds. 

We will gladly give you a free demonstration of Marchant 
efficiency. A trial costs you nothing. A machine will be 
sent, express prepaid, with full instructions, to any part of 
the United States. Write us. 


_& Marchant Calculating Machine Co. 
a T ait Send me Bulletin A-12 for Accountants. 


CALCULATING MACHINE CoO. 
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When Distress Calls 
the Red Cross Answers “HERE!” 


OW the Red Cross calls! The 

annual Christmas Roll Call of 

members will echo throughout the land 
the week of December 16th to 23rd. 


Membership in the Red Cross now is 
more than duty—it is an honored priv- 
ilege, and an evidence of loyalty. When 
that Roll is called, your conscience, 

our sense of right and justice, your 
ove of country and your devotion to 
the highest ideals of unselfish service all 
suggest that you answer “‘HERE!”’ 


All you need is a heartanda dollar 


These entitle you to membership for 
one year. 


When you wear your button, signi- 
fying that you are a member, you will 
not be asked to join again this year—it 
— that you have answered the Roll 
Call. 


Join—be a Christmas member—but 
just join once. 


Our soldiers and sailors look to the 
Red Cross for comforts. They have 
never been disappointed. 


The Red Cross looks to you for the 
moral support of your membership. 
Answer ‘‘HERE!’’ when the Roll is 
called. 


Join the Red Cross 


Contributed through 
Division of Advertising 


a This space contributed for the Winning of the War by 


THE JOURNAL OF ACCOUNTANCY 


United StatesGov’t Comm. 
on Public Information 


Wear Your Button 


Fly Your Flag 
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$3.00 
607 Pages 
Red Cloth 


Accounting Texts 


for a complete 


Two Years’ Course 


By 
Roy B. Kester, M.A., B.C.S. 


Certified Public Accountant 
Instructor in Accounting, School of Business, 
Columbia University 


“Accounting—Theory and Practice,” 
of which we have just published the 


Short Outline of 
Contents 
Volume One 


History and development of 
accounting. 


Types of business organiza- 
tion; proprietorship. 


Financial statements; profit 
and loss; mechanism of ac- 
counts; debit and credit. 


The ledger and journals; 
~ papers and meth- 
ods. 


Posting; trial balance; errors; 
adjustments; closing the 
books; summary _ state- 
ments. 


The two basic methods of ac- 
counting. 


Partnership from the busi- 
ness and accounting stand- 
points. 


Discounts, notes payable, and 
notes receivable. 


Partnershi and 


capitaliza- 
tion problems. 


The corporation and corpo- 
ration books. 
Single and double entry. 


Problems and review ques- 
tions. 


ane 

PRACTICE 


$4.00 
796 Pages 
Red Cloth 


second volume, is steadily attaining 
recognition as an unequalled text 
for the study of accounting. 


The author approaches the sub- 
ject from an entirely new angle, 
starting in the first volume with a 
clear exposition of the Financial 
Statement, and in the second vol- 
ume with the Balance Sheet, in each 
case working back through all the 
accounts which are tributary to the 
final statements. 


The student who masters these 
two volumes, carefully working out 
their practice problems, should ob- 
tain a thorough knowledge of ac- 
counting principles and be able to 
care for any set of books. 

The methods of teaching are 
those in use by Mr. Kester in his 
courses in Columbia University. 
They have been adopted by over 
fifty American Colleges, and have 
become the standard guides for 
thousands of accountants, book- 
keepers and other buisness men 
throughout the United States. 


Short Outline of 
Contents 
Volume Two 


The corporation. 
The Voucher system. 


Factory costs; General prin- 
ciples of valuation. 


Depreciation: aspects and 
definitions, causes, rate de- 
termination, methods of 


calculating and recording. 


Credits, investments, and 
equipment. 


Assets and liabilities; profit 
and loss; the balance sheet. 


Capital stock and its valua- 
tion. 


Profits, surplus, reserves, and 
dividends. 


The sinking fund. 


Liquidation, combinations and 
consolidations, 


Suspense accounts, branch 
house accounting. 


Practice and review. 


Dept. 50, The Ronald Press Company 


SPECIAL OFFER 


We are willing to send the set (price 
$7.00) or either volume singly (volume 
one, 607 pages, $3.00; or volume two, 796 
pages, $4.00) to any responsible business 
man, entirely at our expense. After five 
days’ examination, you can return the 
books to us or remit the price. 


Use this coupon when ordering. 


Twenty Vesey Street, New York City 


Send me on five days’ approval, volumes one and two* 
of Kester’s ‘“‘Accounting—Theory and Practice.” I 
will return the books in five days or remit the price 
in full, $7.00. 


Business firm 

or reference..... 
*If only one 

cordingly. 


olume is desired change coupon ac- 
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Classified Advertisements 


Copy for Want Ads. must be in our hands by the 22d of the month preceding the date of issue. Terms $3.00 an inch, payable in advance 


SITUATIONS WANTED 


SITUATIONS WANTED 


C P A ten years’ public “accounting experience, de- 

sires position with first class firm of public 

accountants or corporation. Age 43. Clean record. 


Address Bex 709 c/o Journal of Accountancy 


C P Member American Institute of Accountants, 
eae *9 desires engagement ith C. P. firm or 
as accounting officer for corporation. Age 34, married, 
fourteen years’ experience in accounting. ow in Finance 
Division, War Department. 


Address Box 712 c/o Journal of Accountancy 
Experienced executive, auditor, 


ae (N.Y.) member of the American Insti- 


tute of Accountants, now engaged, desires position with 
high class commercial corporation. First class record and 
references can be submitted at interview. Minimum 
salary, $8,400. 


Address Box 713 c/o Journal of Accountancy 


Accountant-Instructor 


Young man, C.P.A., with six years’ experience as a Uni- 
versity Lecturer and Instructor, formerly the Head of a 
School of Commerce, can be available about Jan. Ist. Now 
with U. S. Government. Openings in either Teaching or 
Professional field considered. 


Address Box 707 c/o Journal of Accountancy 


Auditor and Accountant High grade execu- 


tive of broad prac- 
tical experience as public accountant, auditor and corpora- 
tion secretary, able to assume full charge of intricate ac- 
counting work, competent to devise and install modern 
cost and accounting systems, specialist in cost analysis; 
now engaged in California, desires to establish connection 
with responsible corporation or public accountants on the 
Pacific Coast. 
Address Box 711 ¢/o Journal of Accountancy 


HELP WANTED 


senior, required by prominent firm 
Accountant of accountants, able to undertake 
work without close supervision; permanent position; good 
prospects; give full particulars of experience and state 
salary required. 


Address Box 705 c/o Journal of Accountancy 
First-class constructive accountant, thorough- 


Wanted ly experienced and qualified in the prepara- 
tion and installation of controlled cost systems for manu- 
facturing plants. Address, with necessary details looking 
toward interview, Cooley & Marvin Co., Accountants and 
Engineers, Tremont Bldg., Boston, Mass. 


Want e d Factory cost accountant, to install cost find- 
ing and general accounting systems. Send 
statement of training and experience. 


Address Box 706 c/o Journal of Accountancy 


Engineer-Accountant 


Engineering graduate of Cornell University, C.P.A., now 
with U. S. Government as Cost Accountant, can obtain 
release shortly. Would consider a proposition offering per- 
manence and opportunity. 


Address Box 708 c/o Journal of Accountancy 


ps (22); seeks position with 
Junior Accountant (2' 
years general accounting experience with corporation. 
Have studied costs and now studying higher accounting. 
Salary secondary. References and further particulars 
furnished on request. 


M. Townshend c/o Sadlers College, 21 Fayette St., 
timore, 


(28); with broad business training; 
Accountant thorough knowledge of finance and 
accounting; desires to become associated with progressive 
organization where active part may be taken in general 
management. Capable executive and nes organizer. 
Remuneration preferably salary and profit-sharing basis. 


Address Box 710 c/o Journal of Accountancy 


with a number of years’ experience 


Accountant as auditor in charge of all general 


and cost accounts of a large corporation, desires a similar 
position with a growing concern. Age 32; married. 


Address Post Office Box 1226, Spokane, Wash. 


We keep you 
informed 


Ask us to send you a 
list of the books pub- 
lished on the subjects 
in which you are par- 
ticularly interested. 
If they are in print we 
will know. Telephone 
or write the Service 
Department. 


The Ronald Press Co. 
20 Vesey Street, New York City 


Telephone Barclay 5093 


When writing to advertisers kindly metition Taz Journat or AccouNnTANCY 
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THE JOURNAL OF ACCOUNTANCY _ 


more today than ever before! | 


Never has there been such an urgent 
demand for accountants of ability. Never have the 


opportunities for professional development, business ~ 


advancement and patriotic service been greater or 
more numerous. 


Every young business man, every bleneiasi grad- 
uate, every college or commercial aa oy — should con- 
sider these three facts :— 


1. The tremendous volume of Government business requiresa —~ 
very large number of accountants. Accountants from all over the country 
have made a splendid response and are rendering a high patriotic service. 


Many more accountants are needed by the Government. The places left 
_ vacant by those who have entered Government service must be filled— 
and filled quickly! 


2. The adjustment of business to high -pressure war conditions has created 
a greater necessity for accountants. The nation’s business machinery is 
geared to high speed and high volume of production, and men with sound 
technical training, keen-analytic ability, and well developed constructive 
and executive faculties, are the only kind of men to drive that machinery 


at a win-the-war standard. They will be even more greatly needed ‘to 


solve the problems of readjustment after the war. 


3. In the professional field of the Certified Public Accountant, the de- 
mand greatly exceeds the supply of qualified practitioners. Accountancy 
ranks with the highest professions. The work of the C. P. A. is full of in- 
terest, the remuneration is high, and there is room in the field for every 
young man who is willing to capitalize his time, invest his spare energy, 


Soundly trained and thor- | 


oughly equipped accountants are needed © 


and prepare himself for the C. P. A. examinations by studying Account- ~ 


ancy and Commercial Law three evenings each week. 


We have told you of these ties. Let us tell you about our 
courses and the thorough, timely and in‘ensive training we can give you. 
Make up your mind to enroll now. 


For catalogue, address ROY FRASER, Superiatendent 


ARBUCKLE INSTITUTE 0F ACCOUNTANCY 


Orange and Hicks Streets Brooklyn, N. Y. 
(Convenient to the Brooklyn Bridge and Subway) 


(N 


When writing to advertisers kindly mention Tas Jounman op Accountancy 
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THE JOURNAL OF ACCOUNTANCY 


The coming peace has 
brought new problems and 


new opportunities. The economic struc- 
ture of the entire world must be rebuilt. 
Broad commercial readjustments have 
been outlined and must be realized, not 


only for our own Nation but for other 
nations as well. Complicated problems of organiza- 
tion and management press for solution. . 


Accountancy-trained men and women—trainec busi- 
ness planners and reasoners—now have unpara ileled 
opportunities for important technical and exe utive. 
service. Think of the accounting systems that must 
be devised and installedi Think of the oper=ting 
staffs that must be organized and supervised! Think f tae 
countless administrative responsibilities which even now avait 
the men and women who are trained in the scietuce of business! 


The Pace Standardized Courses in /.sccountancy and Business 
Administiation are a thoroughly tested means of training that 
insures increasing market value, Loth in the professional rrac- 
tice of Accountancy and in the field of private business. 3 


The Courses are given both by Extension through the mails and 
in Resident Schools (evening classes) in many of the large cities. The 
Extension. Course, which covers the same ground as the Resident Course, 
may be taken for a month’s trial instruction for $6, without obligation to 
continue. 


Now that the war is over, you can plan ahead with certainty. Send for 2 
descriptive booklet of the Pace Cuurses, specifying either Resident School 
or Extension instruction, and also for a complimentary copy of the 36-page 
booklet, “Your Market Value,” which contains a vocational message for 


"you now. 


Pace & Pace 
Hudson Terminal, 30 Church Street, New York 


When writing to advertisers kindly mention Tax JournaL oy Accountancy 
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